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Liberty Utilit ies (Entrada Del Ore Sewer) Corp. hereby submits this Notice of

Filing Rebuttal Testimony in the above-captioned matter. Specifically filed herewith are

the following testimonies, along with supporting schedules and/or exhibits:

l , Rebuttal Testimony of Matthew Garlics,

2. Rebuttal Testimony of Thomas J. Bourassa - Rate Base, Income Statement

and Rate Design,
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1 3. Rebutta l Testimony of Ramesh Narasimhan, P.E., and

4. Rebutta l Tes timony of Thomas J . Bourassa  - Cost of Capita l.
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1.

Q-

INTRODUC11QN_.

P LE AS E  S TATE YO UR NAME  AND BUS INE S S  ADDRE S S .

My na me  is  Ma tthe w Ga rrick. My bus ine s s  a ddre s s  is  12725 W. India n  S chool

Roa d, S uite  D-101, Avonda le , Arizona  85392.

Q- O N WHO S E  B E HALF  AR E  YO U TE S TIF YING  IN THIS  P R O C E E DING ?

I a m provid ing  te s timony on  be ha lf of Libe rty Utilitie s  (Es tra da  De l Oro  S e we r)

Corp . ("Libe rty EDO" or "Compa ny").

Q. B Y WHO M AR E  YO U E MP LO YE D AND IN WHAT  C AP AC IT Y?

I am employed by Liberty Utilities  as  President of AZ/TX.

Q. YOU PREVIOUSLY PROVIDE TESTIMONY ON BEHALF OF

LIBERTY EDO IN THIS CASE?

DID

Yes, my direct testimony was submitted in support of the initial rate  application.

Q- WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

To provide further support for Liberty EDO's ra te  application by providing rebutta l

to certa in portions  of Staff" s  direct tes timony. Specifica lly, I will address  Staff" s

excess capacity adjustment, the PPAM and PTAM, and the timing of this rate case

and proposed phase in.

11.
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Q.

S TAF F ' S  ADJ US TME NT F O R  E XC E S S  C AP AC ITY.

D O E S  L IB E R T Y E D O  AG R E E  W IT H  S T AF F ' S  AD J U S T ME N T  F O R

" E XC E S S  C AP AC ITY" ?

Not e ntire ly. We  a cce pt S ta ffs  re comme nda tion tha t Libe rty EDO is  not us ing a ll

of the  e xis ting ca pa city of its  WWTP . Howe ve r, one  ne e ds  to be  cle a r tha t whe n a

de cis ion re ga rding the  de s ign ca pa city of a  pla nt is  be ing ma de , tha t de cis ion is

ma de  by the  Compa ny a t the  front e nd on a nd on the  be s t a va ila ble  informa tion a t

tha t time . The  s izing of the  Libe rty EDO pla nt wa s  done  prope rly in  a ccorda nce

with good e ngine e ring pra ctice s  a nd ba se d on the  be s t a va ila ble  informa tion a bout
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prob ected Hows. I addressed this in my direct testimony where I explained that the

Liberty EDO WWTP was "built , in part, to handle larger Hows than we have

experienced to date."1 Notwithstanding, we are accepting Staffs volumetric

determination that the amount we're not using is equal to 44 percent of the total

existing treatment capacity. But we do not agree with the way Staff has applied the

44 percent determination.

Q. WHAT'S THE NATURE OF THAT DISAGREEMENT?

Fundamentally, we disagree on how to adjust for the unused capacity. As stated,

we accept that 44 percent of the treatment capacity is not being used but you

cannot just adjust plant across the board by 44 percent. The Company's position is

detailed more fully in Mr. Bourassa's rebuttal testimony, and in the Rebuttal

Testimony of Ramesh Narasimhan, an expert engineering witness, along with the

Company's response to Staffs RCN rate base analysis.

Q- IS THE COMPANY'S REBUTTAL RATE BASE LOWER THAN IT WAS

IN THE DIRECT FILING?

Yes. Not only have we accepted Staffs capacity adjustment, in part, we have

made other adjustments as explained in Mr. Bourassa's rebuttal testimony.

111.

Q-

PPAM AND PTAM.

STAFF SUPPORTS APPROVAL OF THE PPAM SUBJECT TO THREE

CONDITIONS. DOES THE COMPANY AGREE TO THOSE

CONDITIONS?

Yes, Liberty EDO accepts the three conditions regarding the PPAM recommended

by staff?
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1 Direct Testimony of Matthew Garlics ("Garlick Dt.") at 9: 18-19.
2 Direct Testimony of Briton A. Baxter ("Baxter Dt.") at 15:9-19.
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Q- WHAT ABOUT THE PTAM?

S ta ff re comme nds  e ithe r a  P TAM s e t a t a ctua l te s t ye a r ope ra ting  e xpe ns e  or

S ta ff" s  re comme nde d prope rty ta x us ing the  sa me  me thod the  Commiss ion a lwa ys

uses  to de te rmine  property taxes .3

Q. DID THE COMPANY SEEK

RECOMMENDATION?

CLARIFICATION OF STAFF'S

Yes. The Company sent Staff a data request, and based on Staffs response to

Company data request 2.4,4 Staff clarified that the PTAM would adjust annually to

true-up to the amount of property taxes actually paid.

Q- DO E S  THE  C O MP ANY AG R E E ?

Ye s . The  Compa ny a gre e s  with  the  P TAM a s  cla rifie d  by S ta ff a nd  d is cus s e d

furthe r by Mr. Boura s s a  in his  re butta l te s timony.

TIMING OF THIS RATE CASE; PROPCSED RATE PHASE IN.

DIDN'T THE COMP ANY P ROP OS E A TWO-YEAR RATE P HAS E IN,

MR. GARLICK?

Yes.

Q. DOES STAFF PROPOSE TO PHASE IN RATES?

No. Staff" s recommended increase is so low that there would be no need to phase

in rates.5 But Staff does state that if the Commission approves a phase in it should

be without recovery of the lost revenue because the Company delayed the filing of

this rate case.6

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

3 Baxter Dr. at 16:20-25.
4 Copy attached as Exhibit MG-RB1. Liberty EDO sought clarification of Staff' s
recommendation in Data Request 2.4, not 2.5 as it is labeled in Staffs responses to the
Company's second set of data requests.
5 Baxter Dt. at 13.
6 Id.
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Q. DOES THE COMPANY AGREE WITH STAFF'S REASONING?

A. No. The  ra te s  s houldn't be  s e t s o low tha t a  pha s e  in is  unne ce s s a ry be ca us e  tha t

would de prive  Libe rty EDO of re cove ry of its  ope ra ting e xpe ns e s  a nd a  re turn on

a nd of its  fa ir va lue  ra te  ba s e . Nor doe s  the  de la y in  filing  th is  ra te  ca s e  jus tify

forcing the  Compa ny to fore go re ve nue  to which it is  e ntitle d.

Q. BUT THE COMP ANY DID FAIL TO FILE THIS  RATE CAS E IN THE

TIME REQUIRED BY THE COMMISSION?

Ye s . I a ddre s s e d this  in my dire ct te s timony.7 This  is  a n is ola te d s itua tion, Libe rty

Utilitie s  doe s  not ma ke  a  ha bit of ignoring complia nce  re quire me nts  a nd our tra ck

re cord will s how this  to be  true . Now tha t we  ha ve  e s ta blis he d tha t we  ma de  the

e rror, the  focus  should be  on the  re me dy. Forfe iture  is  not a  fa ir re me dy.

Q- WHAT DO YOU MEAN FORFEITURE?

I a m re fe rring to S ta ffs  s ugge s tion tha t if the  Commis s ion a pprove s  highe r ra te s

tha n S ta ff re comme nds  a nd thos e  ra te s  a re  pha s e d in, the  Compa ny s hould forfe it

the  fore gone  re ve nue .8 I a m not a  la wye r but would be  s urpris e d if it we re  le ga l for

the  Commis s ion to s a y this  is  wha t your ra te s  s hould be  but you ca n't cha rge  tha t

much for a  while . I a ls o be lie ve  tha t would he  a n unfa ir re me dy in this  ca s e .

Q, OKAY, WHY WOULD IT BE UNFAIR?

We  unde rs ta nd tha t the  incre a s e  is  h igh . But S ta ff doe s  not s how tha t the  ra te

incre a s e  is  highe r be ca us e  we  wa ite d. The re  is  no e vide nce  tha t the  de la y ha s

ca us e d the  incre a s e  ne e de d to be  highe r. It a ppe a rs  the  more  like ly e xpla na tion is

tha t the  initia l ra te s  we re  ina de qua te  to provide  cos t re cove ry a nd a  re turn. Tha t

proble m wa s  going to ha ve  to be  corre cte d with a  s ignifica nt incre a s e  in the  firs t

ra te  ca se , which is  this  ra te  ca se .
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7 Ga rlics  Dr. a t 11-12.

8 Ba xte r Dt. 13.
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Exis ting ra tes  a re  based on those  es tablished when the CC&N wa s  firs t

granted. In the se  a pplica tions , the re  a re  s ignifica nt unknown conditions  tha t

impact the setting of the initial rates. In addition, obviously, a  larger customer base

wa s  a nticipa te d a nd a  la rge r cus tome r ba se  would ha ve  lowe re d the  cos t pe r

customer. However, like  a  lot of rea l es ta te  projects , pre-2008 plans  did not work

out as  hoped. Fortuna te ly for the  cus tomers , Liberty bought the  sys tem and has

been maintaining and subsidizing safe  and reliable  wastewater utility service ever

since.

Q. BUT THAT WAS THE COMPANY'S CHOICE?

Yes, we could have come in earlier for a rate increase, which is why we have never

argued about tha t and why we proposed to phase  in the  needed ra te  increases .

But our de lay has  re sulted in ra te s  tha t we re  lower than the  cos t of se rvice  for

s e ve ra l ye a rs . I think this  is  pe na lty e nough for fa iling to lite  the  ca s e  whe n

required under the circumstances.

Q. AND THE COMPANY STILL PROPOSES TO PHASE IN RATES?

Yes. Although we have adopted some of Staff" s  recommendations, lowering the

ne ce s s a ry ra te  incre a s e  compa re d to our dire ct filing from 90.53 pe rce nt to

70.48 percent, the increase needed to provide recovery of operating expenses and a

re turn is  s till s ignificant. If the  Commission agrees , and re jects  Staff's  inadequate

re ve nue  incre a s e , the n we  be lie ve  a  two-ye a r pha s e  in is  s till a ppropria te .

Mr. Bourassa addresses this further in his rebuttal testirnony.9

Q. THANK yo u . ARE YOU AWARE, MR. GARLICK, OF  ALL THE

CUSTOMER COMMENTS THE COMMISSION HAS RECEIVED IN THIS

RATE CASE?
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9 Rebuttal Testimony of Thomas J . Bourassa .-- Rate  Base, Income Statement and Rate
Design at 20-21 .
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Ye s , I ha ve  re a d a ll of the  one s  tha t ca n be  vie we d on E-Docke t - the re  a re  a

couple hundred or so.

Q. YOU READ 200 CUS TOMER COMMENTS  ON THIS  RATE CAS E?

Yes. Firs t and foremost, I care  about what our customers  have to say. If they can

take  the  time to comment, I think we owe it to them to lis ten and I am leading my

s ta ff by example . I a lso wanted to see  for myse lf tha t our cus tomers  were  only

compla ining about the  ra te  increase , not the  quality of the  utility services  we are

providing.

Q- AND WHAT DID YOU FIND?

Tha t cus tomers  a re  upse t about the  s ize  of the  increase  needed, not about the

services  we are  providing. I ge t tha t and I sympathize . But this  is  a  small sys tem

serving approximate ly 330 cus tomers  and the  ra te s  have  to support the  cos t of

service. We have proposed a  phase in to ameliorate  the impact of transitioning to

higher rates, but we can't continue to provide below cost service to this system.

Q. DOES  THIS  CONCLUDE YOUR REBUTTAL TES TIMONY?
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STAFF'S RESPONSE TO LIBERTY UTILITIES (ENTRADA DEL ORO SEWER)
€0R1>_»8 SECOND SET OF DATA REQUESTS TO THE ARIZONA CORPORATION

COMMISSION UTILITIES DIVISION STAFF
DOCKET NO. SW-04316A-16-0078, et al.

SEPTEMBER 8, 2016

-l-r~1'!'.'1rJr I r  ' 9 - ' " r '  F w 1 Lr

d. The Company's objection and offer of review is consistent with the manner in
which review of legal invoices has been handled in a number of prior rate cases.

RESPONSE: Admit.

RESPONDENT: Brendan Aladi, Public Utilities Analyst

e. Staff did not make any effort to review the legal invoices as offered by the
Company.

RESPONSE: Admit.

REs1{gvDEnT: Brendan Aladi, Public Utilities Analyst

2.4 Did Staff consider any factor other than the amount of rate case expense incurred in its
analysis of rate case expense in this case? Please explain.

RESPONSE: No. Staff considered the amount of rate case expense incurred
as provided by the Company in this rate case.

RESPONDENT: Brendan Aladi, Public Utilities Analyst

2.5 Under Staffs proposed PTAM option (Baxter Dt. at page 16, lines 22-23), under what
conditions would the Company's rates be adjusted (i.e., changes in the total property tax
paid, changes in the assessment rates)? Please explain your answer.

RESPONSE: Should the Company chose the adjustor mechanism over the
forward looking property tax calculation, Staff would expect
that the Company would fi le for an annual increase (or
decrease) as soon as the property taxes have been billed to the
Company based on the actual revenues for a given year. The
new amount would then be compared to the test year actual
property tax expenses and a surcharge (or refund) would be
calculated on a per customer per month basis for the difference.

u

I

RESPONDENT: Briton Baxter, Public Utilities Analyst
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1.

Q .

INTRODUCTION.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

P hoe nix, Arizona  85029.

Q- ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am providing testimony on behalf of Liberty Utilities (Estrada Dei Ore Sewer)

Corp. ("Liberty EDO" or "Company").

Q- YOU P REVIOUS LY P ROVIDE TES TIMONY ON BEHALF OF

LIBERTY EDO IN THIS CASE?

DID

Yes, my direct testimony was submitted in support of the initial rate application.

There were two volumes, one addressing rate base, income statement and rate design,

and the other addressing cost of capital.

Q. WHAT IS  THE P URP OS E OF THIS  P ORTION OF YOUR REBUTTAL

TESTIMONY?

I will p rovide  re bu tta l te s timony in  re s pons e  to  the  d ire c t filing  o f S ta ff.  More

s pe cifica lly, this  firs t volume  of my re butta l te s timony re la te s  to ra te  ba s e , income

s ta te me nt a nd ra te  de s ign for Libe rty EDO. In a  s e cond, s e pa ra te  volume  of my

re butta l te s timony, will pre s e nt a n upda te  to  the  Compa ny's  re que s te d cos t of

ca pita l, a nd provide  re butta l to S ta ff on the  cos t of ca pita l a nd ra te  of re turn a pplie d

to the  fa ir va lue  ra te  ba se , a nd the  de te rmina tion of ope ra ting income .

I

II.

Q-

SUMMARY OF THE COMPANY'S REBUTTAL POSITION.

WHAT IS THE REVENUE INCREASE THE COMPANY IS PROPOSING IN

THIS REBUTTAL TESTIMONY?
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The Company proposes a total revenue requirement of $479,537, which constitutes

an increase in revenues of $198,250, or 70.48 percent over adjusted test year

revenues .
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Q- HOW DOES THIS COMPARE WITH THE C()MPANY'S DIRECT FILING?

A. The revenue requirement and requested revenue increase are lower. In the direct

filing, the Company requested a total revenue requirement of $535,931, which

required an increase in revenues of $254,643, or 90.53 percent.

Q. WHAT'S DIFFERENT?

Liberty EDO has adopted a number of rate base and revenue/expense adjustments

recommended by Staff, as well as proposed additional adjustments of its own.

For instance, the Company has partially accepted Staffs additional excess capacity

adjustment, which reduced rate base, and Liberty EDO's fair value rate of return

("FVROR") is reduced from 6.92 percent in the direct filing to 6.15 percent in the

rebuttal tiling due to changes in the cost of capital. I discuss the proposed capital

structure, cost of debt, and cost of equity and the FVROR in the second volume of

my rebuttal testimony covering cost of capital. On the other hand, the Company is

also proposing an increase to allocated corporate expenses based upon updated

allocation factors. The net result  of these adjustments is that the Company's

proposed operating expenses have decreased by $2,787, from $306,697 in the direct

filing to $303,9ll, and the fair value rate base ("FVRB") has been reduced by

$221,155, from $2,154,980 in the direct filing to 891,933,825, due to proposed

changes to plant-in-service ("PIS"), accumulated depreciation ("A/D"), Advances-

in-Aid of Construction ("AIAC"), Contributions-in-Aid of Construction ("CIAC"),

Accumulated Deferred Income Taxes ("ADIT"), and Cash Working Capital

("CWC").

Q- DOES THE COMPANY CONTINUE TO PROPOSE A 2-YEAR PHASE IN

OF NEW RATES?
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Yes. I will discuss this later in my testimony. Mr. Garlics also addresses the phase in
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in his rebuttal testimony. 1

WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE

INCREASES FOR THE COMPANY AND STAFF AT THIS STAGE OF THE

PROCEEDING?

The proposed revenue requirements and proposed rate increases are as follows:

Revenue Requirement Revenue Inch. % Increase

Company Direct $535,931 $ 254,643 90.53%

Staff $322,071 $ 40,783 14.50%

Company Rebuttal $479,537 $ 198,250 70.48%

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE RECOMMENDATIONS?

Company Direct

Staff

Company Rebuttal

Yes, the original cost rate base ("OCRB"), reconstruction cost new rate base

("RCRB") and the FVRB proposed by the Company and Staff are as follows:

OCRB RCRB FVRB

$1,489,794 $2,820,167 $2,154,980

$ 754,669 $1,226,227 $ 990,448

$1,272,948 $2,594,702 $1,933,825

111.

Q-

RATE BASE.

A. Original Cost Rate Base.

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

OCRB RECOMMENDATIONS?
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Yes, the OCRB proposed by the Company and Staff are as follows:

1 Rebuttal Testimony of Matthew Garlic ("Garlick Rb.") at 3-5.
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Compa ny Dire ct

S ta ff

Compa ny Re butta l

OCRB

$1,489,794

S 754,669

$1,272,948

Q. OKAY, THANK YOU. WOULD YOU P LEAS E DISCUSS THE

COMPANY'S  PROPOSED OCRB?

Yes. The Company's rebuttal OCRB adjustments are detailed on rebuttal schedules

B-2, pages  3 through 7. Rebutta l Schedule  B-2, pages  l and 2, summarize  the

Company's proposed adjustments and the rebuttal OCRB .

Q.

1. P la n t-in -S e rvic e  (P IS ).

WO UL D YO U P LE AS E DIS CUS S T HE C O MP ANY' S P RO P O S E D

R E B UT T AL ADJ US TME NTS T O P IS AND ID E NT IF Y ANY

ADJ US TME NTS  YO U HAVE  AC C E P TE D F R O M S TAF F ?

Rebutta l B-2 adjus tment 1, a s  summarized on Rebutta l Schedule  B-2, page  2,

consists of four adjustments labeled as "A, "C," and "D" on Rebuttal Schedule

B-2, page 3.

Adjus tment A re flects  the  remova l of expensed PIS tota ling $4,253. Sta ff

recommends a similar adjustment of 394,253.2

Adjus tment B increases  a lloca ted corpora te  plant by $8,490 and re flects

updated (most current) corporate allocation factors as well as conversion of certain

corporate plant to U.S. dollars. The allocation factors have been updated to the most

current factors similar to the recent Liberty (Bella Vista Water) Corp. ("Liberty Bella

Vis ta") and Libe rty (Rio Rico Wate r and Sewer) Corp. ("Libe rty Rio Rico") ra te

cases in which Staff adopted these same factors.3 In addition, the corporate building

$9 $68999
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2 Direct Testimony of Briton A. Baxter ("Baxter Dt.") a t 5 :1-10.
3 See Staff' s  Notice of Filing Settlement Agreement (filed July 29, 2016 in Docket No. W-
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a nd la nd cos ts  we re  conve rte d to U.S . dolla rs  s imila r to the  Libe rty Be lla  Vis ta  a nd

Libe rty Rio Rico ra te  ca s e s . S ta ff did not a djus t the  a lloca te d corpora te  pla nt. S ta ff

propose s  a lloca te d corpora te  pla nt tha t s till re fle cts  the  origina l a lloca tion fa ctors  a s

we ll a s  corpora te  pla nt s ta te d in Ca na dia n dolla rs . It is n't cle a r why S ta ff fa ile d to

make these  adj ustments.

Adjus tment C reduces  PIS  by $525,900 and re flects  the  Company's  proposed

a dditiona l ca pa city a djus tme nt to the  wa s te wa te r tre a tme nt fa cilitie s . S ta ff propose s

a dditiona l pla nt ca pa city re ductions  to  P IS  tota ling $l,072,85l.4  The  Compa ny's

rebutta l to S ta ff' s  plant recommenda tions  a re  furthe r discussed by Company rebutta l

witness  Ramesh Nara s imhan.

Adjus tme nt D re fle cts  the  re concilia tion  of P IS  to  the  re cons tructe d  P IS

shown on Rebutta l Schedule  B-2, pages  3.5 to 3. 14.

Q- PLEASE SUMMARIZE THE RECOMMENDED PIS BALANCES OF THE

PARTIES AND THE DIFFERENCES.

The  Compa ny re comme nds  a  P IS  ba la nce  of $3,488,948.5 S ta ff re comme nds  a  P IS

ba la nce  of 82,933,505,6  a  d iffe re nce  of $555,443 compa re d to  the  Compa ny's

re comme nde d ba la nce . The  prima ry ca us e  of the  diffe re nce  in  the  P IS  ba la nce

re comme nda tions  re la te s  to e a ch of the  pa rtie s ' re s pe ctive  ca pa city a djus tme nts ,

wh ich  to ta l $545 ,953  ($1 ,072 ,85  l fo r S ta ff a nd  $525 ,900  fo r the  Compa ny).

The  re ma ining diffe re nce  is  re la te d to a lloca te d corpora te  P IS  (827,309 for S ta ff a nd

$35,800 for the  Compa ny).

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

SHAP1RO LAWFIRM

02465A-l5-0367, Er aL), Se ttlement Schedule s  (Attachment A) B-2, page  3.6 and B-2, page
4.7 (Libe rty Be lla  Vis ta ), a nd B-2, pa ge  3.6 a nd B-2, pa ge  4.6 (Libe rty Rio Rico Wa te r a nd
Libe rty Rio Rico S e we r).

4 Ba xte r Dt. a t 7.

5 Re butta l Sche dule  B-2, pa ge  l.

6 S ta ff Dire ct Sche dule  BAB-3 .
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Q.

2. Accumulated Depreciation (A/D).

WOULD YOU PLEASE DISCUSS THE C()MPANY'S PROPOSED

REBUTTAL ADJUSTMENTS TO A/D AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF?

Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page 2,

consists of four adjustments labeled as "A," "B," "C," and "D" on Rebuttal Schedule

B-2, page 4.

Adjustment A reduces A/D by $284 for expensed plant related to the removal

of expensed PIS (Adjustment l-A) discussed previously. Staff does not recommend

a similar adjustment.

Adjustment B reflects additional A/D of $79 related to the changes in

allocated corporate PIS discussed previously (Adjustment l-B).

Adjustment C reduces A/D by $249,803 and reflects the A/D associated with

the removal of additional plant capacity costs discussed previously (Adjustment l-

C).

Adjustment F reflects the reconciliation of A/D to the reconstructed A/D

shown on Rebuttal Schedule B-2, pages 3.6 to 3.13.

Q. PLEASE SUMMARIZE THE RECOMMENDED A/D BALANCES OF THE

PARTIES AND THE DIFFERENCES.

The  Compa ny re comme nds  a n  A/D ba la nce  of 5El,l22 ,048 .7  S ta ff re comme nds  a n

A/D ba la nc e  o f $ l,043 ,629 ,8  a  d iffe re nc e  o f $78 ,419  c ompa re d  to  the  Compa ny's

re comme nde d ba la nce . Th e re  a re  fo u r c a u s e s  o f th e  d iffe re n c e  in  A/D b a la n c e

re comme nda tions  be twe e n the  pa rtie s . The  firs t re la te s  to  A/D a s s oc ia te d with  e a ch

of the  pa rtie s ' re s pe c tive  c a pa c ity a d jus tme nts . S ta ff re d u c e s  A/D b y $ 4 7 1 ,1 8 3
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7 Rebuttal Schedule B-2, page l.
8 Staff Direct Schedule BAB-3 .
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whe re a s  the  Compa ny re duce s  A/D by $249,803 (Adjus tme nt 2-C), a  diffe re nce  of

$221,380. The  s e cond re la te s  to S ta ff incre a s ing A/D by $l45,562, which re fle cts  a

re ve rs a l of the  Compa ny's  dire ct filing a djus tme nt to  A/D tha t wa s  re la te d to the

Co mp a n y's  d ire c t filin g  P IS  ca p a c ity a d ju s tme n t. S ince  S ta ff a cce p te d  the

Company' s  direct filing PIS  capacity adj vestment, S ta ff should not have  proposed this

adjus tment.9

Q. HAS  S TAF F  AC KNO WLE DG E D THIS  E R R O R ?

Q. PLEASE CONTINUE.

The  third diffe re nce  in the  A/D ba la nce  is  the  a dditiona l $2,885 of/D the  Compa ny

propose s , which ba la nce  is  a s socia te d with the  a lloca te d corpora te  pla nt dis cus se d

pre vious ly (Adjus tme nt 2-B). The  fourth  diffe re nce  is  the  $284 re duction to  A/D

a s s ocia te d with the  re mova l of e xpe ns e d dis cus s e d pre vious ly (Adjus tme nt 2-B).

Toge the r, the s e  ite ms  compris e  the  to ta l ne t d iffe re nce  of $78,419 ($22l,380 -

$145,562 + 82,885 - $284).

3. Co n tr ib u tio n s -in -Aid  o f Co n s tru c tio n  (CIAC) a n d  Ac c u m u la te d
Am o r t iza t io n  (AA).

Q. PLEASE DISCUSS THE COMPANY'S PROPOSED REBUTTAL

ADJUSTMENTS TO CIAC AND IDENTIFY ANY ADJUSTMENTS YOU

HAVE ACCEPTED FROM STAFF.

The  Compa ny doe s  not propos e  a ny cha nge s  to CIAC or AA a t this  s ta ge  of the

proce e ding. Both the  Compa ny a nd S ta ff re comme nd CIAC a nd AA ba la nce s  of

$1,013,352 and $85,869, re spective ly.
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S ta ff d id  n o t re ve rs e  th e  C o mp a n y's  d ire c t filin g  c a p a c ity a d ju s tme n ts  to  P IS .
Accordingly, S ta ff s hould not re ve rs e  (or e limina te ) the  Compa ny's  dire ct filing ca pa city
a djus tme nts  to A/D.

10 S ta ff Response  to Liberty EDO Data  Request 3.25 .

9
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Q.

4. Ac c q 1la ted  Defy_rred  Income  Taxes  (A1)Ijf.).

P LE AS E DIS CUS S T HE C O MP ANY' S P RO P O S E D R E B UT T AL

ADJ US T ME NT S  T O  ADIT  AND IDE NT IF Y ANY ADJ US T ME NT S  YO U

HAVE  AC C E P TE D F R O M S TAF F .

In  re butta l B-2  a d jus tme nt 4 , a s  s hown on  Re butta l S che dule  B-2 , pa ge  2 , the

C o m p a n y re d u c e s  ADIT b y  $ 4 8 , 0 8 8  to  re fle c t  th e  C o m p a n y ' s  re b u t ta l

re comme nda tions  for P IS , A/D, CIAC, a nd AIAC. The  Compa ny re comme nds  a n

ADIT ba la nce  of $166,496.11 S ta ff re comme nds  a n ADIT ba la nce  of $214,584, the

sa me  a s  in the  Compa ny's  dire ct filing. S ta ff did not re comme nd a ny a djus tme nt to

the  ADIT ba lance  to re flect its  proposed changes  to P IS  and A/D. As  a  re sult, S ta ff" s

ADIT ba la nce  is  mis s ta te d. Fa ilure  to corre ct will re s ult in a  mis ma tch ofADIT with

P IS  a nd A/D in ra te  ba se .

Q.

5. Ca s h  W9rki_1;g  Ca p ita l (CWC).

P LE AS E DIS CUS S T HE C O MP ANY' S P RO P O S E D R E B UT T AL

ADJ US T ME NT S  T O  C WC  AND IDE NT IF Y ANY ADJ US T ME NT S  YO U

HAVE  AC C E P TE D F R O M S TAF F .

In  re butta l B-2  a d jus tme nt 5 , a s  s hown on  Re butta l S che dule  B-2 , pa ge  2 , the

Compa ny incre a s e s C W C  b y  $ 9 , 5 2 8 to  re fle c t  th e  C o m p a n y' s  re b u t ta l

recommenda tions  for revenues  and expenses  and changes  to the  revenue  lag (le ad)

da ys . The  Compa ny re comme nds  a  CWC ba la nce  of $(13,661l.12

Q, WHAT CHANGES DID YOU MAKE TO THE REVENUE LAG (LEAD)

DAYS AND WHY?
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First, the revenue days have been increased from 0.61 days to 28.61 days to reflect

the fact the Company bills customers after service is rendered and not before.

11 Rebuttal Schedule B-2, page 2.
12 Id.
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Staff agrees with this change.'3 Second, the expense lag (lead) days were changed

to 91 .25 to match the Staff recommendation. 14 The parties now agree on the expense

lag (lead) days  for each component of the  computa tion a s  we ll a s  on a ll of the

components of the CWC computation.15

Q, WHY IS  S TAFF'S  RECOMMENDED CWC BALANCE LOWER?

Staff recommends a CWC balance of $(6,829) - $27,184 lower than the Company's

recommended balance . The difference  in CWC recommendations is  the  result of

differences in the total expense levels each of the parties recommend.

Q-

6. Remaining Rate Bas e Items  in Dis pute.

ARE THERE ANY REMAINING OCRB ITEMS  IN DIS P UTE BETWEEN

THE P ARTIES ?

No .

Q.

a . Reign_s_t_ruction Cos t New Rz}teas9 (RCRB).

WOULD YOU P LEAS E IDENTIFY THE P ARTIES '  RES P ECTIVE RCRB

RECGMMENDATIONS ?

Yes, the rate bases proposed by the Company and Staff are as follows:

RCRB

Company Direct $2,820, l67

S ta ff $1,226,227

Company Rebuttal $2,594,702

Q- O KAY, T H A N K  y o u . WOULD YO U P LEAS E DISCUSS THE

COMPANY'S  PROPOSED RCRB?

The  Compa ny's  re butta l RCRB is  de ta ile d  on  Re butta l S che dule  B-3 , pa ge s  3
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13  Ba xte r Dr. a t 10 .

14 Id .

15 Compa re Re butta l S che dule  B-5  with  S ta ff Dire c t S che dule  BAB-8 .
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through 7 . Re butta l S che dule  B-3 , pa ge s  l a nd  2 , s umma rize  the  Compa ny's

proposed adjus tments  and the  rebutta l RCRB .

Q.

i. Plant-in-Service  (PIS).

WO UL D YO U P L E AS E DIS C US S  THE COMP ANY'S  P ROP OS ED

REBUTTAL ADJ US TMENTS TO P IS AND IDENTIF Y ANY

ADJ US TMENTS  YOU HAVE ACCEP TED FROM S TAFF?

Re butta l B-3 a djus tme nt l, a s  summa rize d on Re butta l Sche dule  B-3, pa ge  2,

cons is ts  of five  adjus tments  labe led a s  "A," "B," "C," "D, " and "E" on Rebutta l

Schedule B-3, page 3.

B-3 adjustment number l, as shown on Rebuttal Schedule B-3, page 2, adjusts

RCN PIS. There  are  three  RCN PIS adjustments  included in Adjustment l. These

are shown on Rebuttal Schedule B-3, page 3, and are labeled as adjustments "A,"

"B,` a nd "C."

Adjus tme nt A re duce s  RCN P IS  by $4,412 for e xpe ns e d pla nt. This

a djus tme nt corre sponds  to the  origina l cos t ("OC") PIS  a djus tme nt of $4,253

discussed previously on page 4.

Adjus tme nt B incre a se s  RCN PIS  for a lloca te d corpora te  pla nt tota ling

$8,490. This adjustment corresponds to the AC PIS adjustment of $8,490 discussed

previously on page 4.

Adjus tme nt C re duce s  RCN PIS  for e xce s s  ca pa city by $545,661. This

adjustment corresponds to the OC PIS adjustment of $525,900 discussed previously

on page 5.
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Q- P LEAS E CO MMENT O N THE S TAF F  RCN P IS  ADJ US TMENTS  AND

RECOMMENDED RCN P IS  BALANCE.

Staff adjusts the RCN PIS balances to reflect its corresponding adj ustments to OCRB

PIS, as does the Company, except that Staff takes issue with some of the RCN gross-
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up fa c tors . As  a  re s u lt,  S ta ff b a s e s  its  R C N P IS  a d ju s tme n ts  o n  its  o wn

recommended gros s -up factors . This  can be  s een on Sta ff s chedules  BAB-5a  (Sta ff

RCN capacity adjus tments ), BAB-6b (S ta ffRCN expens ed plant), and BAB-7 (S ta ff

RCN factor adjus tments ). The  Company dis agrees  with the  Sta ff approach becaus e

it leads  to anomalous  results .

Q. P LE AS E  E XP LAIN.

Sta ff agrees  tha t the  RCN va lues  prepared by NCS were  bas ed upon actua l cos t of

cons truction unde r RS Means  and indus try s tanda rds .16 Ra the r than rebutting the

tota l RCN va lue  NCS de te rmined, or how the  tota l RCN va lue  was  a lloca ted to the

various  plant accounts  by NCS, Staff recommends  changing some of the  factors , but

not others , in a  piecemeal fas hion. Mr. Naras imhan recognizes  tha t tota l RCN va lue

a s  a lloca te d doe s  not e xa ctly line  up with how the  Compa ny re corde d cos ts  to its

pla nt a ccounts , a nd this  contribute s  S ta ffs  conce rns  ove r s ome  of the  fa ctors ."

In fa ct, I a gre e  with S ta ff tha t s ome  fa ctors  a ppe a r to be  too high. But s ome  a ls o

a ppe a r to be  too low." This  is  the  fa ta l fla w in S ta ffs  re a s oning he re  re ga rdle s s  of

whe the r the  individua l a ccount RCN fa c tors  a ppe a r too high (or too low). The

ove ra ll ra tio of RCN va lue  to Origina l Cos t is  jus t 1.6.19 In my e xpe rie nce , this  is
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16 See  Direct Tes timony of J ean W. Liu ("Liu Dt."), Engineering Report (Exhibit J WL) a t 8.

17 Rebutta l Tes timony of Ramesh Naras imhan ("Naras imhan Rb.") a t 10.

The  RCN fa c tor for a ccount 371 - P imping Equipme nt is  jus t 0 .57 , which ca n be
demons tra ted to be  too low us ing an ana lys is  s imila r to Sta ff s . The  RCN factor for account
380 - Tre a tme nt a nd Dis pos a l Euipme nt is  jus t 1.04, which a ls o ca n be  de mons tra te d to
be  too low us ing an ana lys is  S imi a r to S ta ff' s .

19 The  RCN PIS  va lue  s hown on the  Company's  Direct Schedule  B-4 of $6,830,326 Als o
s hown on th is  s che dule  is  the  OC P IS  ba la nce  be fore  a ny ca pa c ity a djus tme nts  of
$4,282,301. The  RCN ra tios  for e a ch pla nt a ccount a re  a ls o s hown on this  s che dule .
The  tota l ne t ra tio ofRCN to OC is  1.60 ($6,830,326 / $4,282,301).

1 8
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not a n unre a sona ble  ra tio." Mr. Na ra s imha n a gre e s  with m8.21

Q- SO WHAT IS THE IMPACT OF STAFF'S CONCERN OVER THE RCN

FACTORS?

Staff" s piecemeal approach results in a reduction in the entire RCN value determined

by NCS of $6,830,326 to just $5,518,268, a reduction in value of 881,312,058. The

overall RCN ratio becomes just 1.29, down from 1.60.

Q- H AVE  YO U  P R E P AR E D  AN  E XH IB IT  S H O W IN G  T H E  S T AF F  R C N

VALUE  O F  $ 5 ,5 1 8 ,2 6 8  AND THE  RE DUCTIO N O N VALUE ?

Ye s . Exh ib it  TJ B-RB1, page l, is a schedule showing the RCN study PIS values

and total RCN study PIS value, as well as the StaffRCN PIS value based upon Staff' s

recommended changes to the RCN ratios.

Q- PLEASE CONTINUE.

Staff should have examined and changed, as necessary, all of the RCN ratios whether

they were too high or too low so that the total RCN value remained the same. For

example, Staff found the RCN ratio for account 354 -.-. Structures and Improvements,

361 -.- Collection Sewers - Gravity, and 382 - Outfall Sewer Lines and decided to

change them based upon a trend analysis using Handy Whitman factors." However,

I could just as easily find others to be too low using a similar analysis. For example,

account 380 - Treatment and Disposal Equipment has an RCN ratio of just 1.04.

A Handy-Whitman analysis of cost indices using 2006 as the base year would

indicate an RCN factor of 1.49523 Instead of an RCN value for account 380 of
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20 I have seen overall RCN ratios as high as 2.9 or more depending on the mix and age of
the PIS.
21 Narasimhan Rb. at 10.
22 Liu Dr., Engineering Report at 8, 9.
23 Handy-Whitman (Large Treatment Plant)2006 index of 444 and2015 index of 664. 664 /
444 Z 1.495.
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Exh ib it  TJ B-RB1,

$2,226,l15 ($2,145,496 origina l cos t X l.04), the  RCN va lue  would be  $3,207,517

($2 ,l45 ,496  o rig ina l cos t X l.495), which  is  $981 ,402  h ighe r in  va lue  tha n  the

$2,226,l15 s hown in Exh ib it  TJ B-RB1, pa ge  1. S imila rly, a ccount 371 - P umping

Equipme nt ha s  a  RCN ra tio of jus t 0.57, me a ning the  RCN va lue  is  le s s  tha n origina l

cos t. A Ha ndy-Whitma n a na lys is  of cos t indice s  us ing 2006 a s  the  ba se  ye a r would

indica te  a n RCN fa ctor 1.50.24 Ins te a d of a n RCN va lue  for a ccount 371 of $96,579

($ l68 ,387  orig ina l cos t X 0 .57), the  RCN va lue  would  be  3252 ,536  ($168 ,357

origina l cos t X l.50), which is  $156,002 highe r in va lue  tha n the  $96,579 s hown in

pa ge  l. By s imply a ddre s s ing the s e  two a dditiona l a ccounts ,

ne a rly 90 pe rce nt of the  $1,312,058 re duction in RCN va lue , a s  s hown on Exh ib it

pa ge  l, would be  e limina te d.25

The  bottom line  is  tha t while  S ta ff ma y wis h to cha nge  s ome  of the  ra tios

(fa ctors ), it ca nnot do  s o  without re ducing the  to ta l RCN va lue  be low wha t is  a

re a s ona ble  RCN s tudy va lue  of $6,830,326 in tota l. If S ta ff is  going to ta ke  is s ue

with the  RCN ra tios , it must examine  and change , a s  necessa ry, a ll the  ra tios  to a rrive

a t th e  s a me  to ta l RCN va lu e  o f $ 6 ,8 3 0 ,3 2 6 Othe rwis e , s e le ctive  a na lys is  is

contra dictory to the  finding of tota l RCN va lue .

TJ B-R B1 ,

Q. DOES STAFF HAVE AN OPINION REGARDING THE APPROPRIATE

INFLATION RATE AND RELATED MULTIPLIER TO DEFINE THE

REASONABLENESS OF THE RELATIONSHIP BETWEEN OCRB AND

RCN?

Ye s . S ta ff propose s  RCN fa ctors  ra nging from 1.591 to 1.604 for the  a ccounts  S ta ff
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24 Ha ndy-Whitma n (Ele ctric P umping Equipme nt) 2006 inde x of 620 a nd 2015 inde x of
931 . 931  /620  I 1 .50 .

25 As  discusse d, re vis ing the  RCN ra tios  for the se  two a ccounts  re sults  in a dditiona l va lue
of $1,137,404 ($981,402 + $156,002l. Compa re  this  to the  $1,312,058 re duction in va lue
from S ta ff cha nge s  to the  RCN ra tios .
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a na lyze d." S ta ffjus t sort of ma de  the se  fa ctors  up in its  own judgme nt, which is  not

by its e lf a  proble m. It is  ironic though tha t S ta ff is  s ugge s ting fa ctors  of roughly 1.6

RCN to OCRB a re  re a s ona ble  ye t ma king a djus tme nts  to re duce  the  ove ra ll ra tion

from 1.6 to 1.29. It furthe r re ve a ls  the  fla w in S ta ffs  a pproa ch.

Q. BUT WHY ARE SOME RCN RATIOS SEEMINGLY HIGH AND OTHERS

SEEMINGLY LOW?

The RCN ratios are the direct result of how the RCN study was performed and how

the RCN values were allocated to the various plant accounts. NCS Engineers

conducted a separate valuation study examining the physical system in place at the

end of the test year, which is not the same as taking each account and grossing the

original cost using Handy Whitman or other similar cost index factors. NCS then

allocated the RCN values to  the appropriate NARUC accounts using their

professional judgment. But their allocations of total RCN value to the various

NARUC accounts assignments did not perfectly align with how the Company' s plant

costs were recorded, and that can impact the resulting RCN ratios. When examined

on a line-by-line basis, some RCN ratios appear high and some low. We can spend

a lot of time reassigning values line-by-line so that the RCN ratios by NARUC

account look more like what Staff may expect, but the total RCN value should not

change.

Q-

ii. A9_cu_1.!1ulated Depre_cig1ti0n (A/D).

P LE AS E  DIS C US S  THE  R E B UTTAL R C N A/D ADJ US TME NTS .

B-3 adj ves tment number 2, as  shown on Rebutta l Schedule  B-3, page  2, adjusts  RCN

A/D. The re  a re  thre e  RCN A/D a djus tme nts  include d in Adjus tme nt 2. The s e  a re
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26 26 Liu Dr., Engineering Report at 9.
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shown on Re butta l S che dule  B-3, pa ge  4, a nd a re  la be le d a s  a djus tme nts  "A," "B,"

a nd NC"

Adjus tme nt A re duce s  RCN A/D by $294 for e xpe nse d pla nt. This  a djus tme nt

corre sponds  to the  OCRB A/D a djus tme nt of $284 discusse d pre vious ly on pa ge  7.

Adjus tme nt B incre a s e s  RCN A/D for a lloca te d  corpora te  p la n t to ta ling

$5 ,383 . Th is  a d jus tme nt corre s ponds  to  the  OCRB A/D a d jus tme nt o f $2 ,885

discussed previous ly on page  7.

Adjus tme nt C re duce s  RCN A/D for e xce s s  ca pa city tota ling $259, l89. This

a d jus tme nt corre s ponds  to  the  OCRB A/D a d jus tme nt o f $249 ,803  d is cus s e d

pre vious ly on pa ge s  6 a nd 7.

Q. PLEASE COMMENT ON THE STAFF RCN A/D ADJUSTMENTS AND

RECOMMENDED RCN A/D BALANCE.

As  with RCN P IS  dis cus s e d e a rlie r on pa ge s  10 through 14, S ta ff a djus ts  the  RCN

A/D ba la nce s  to re fle ct its  corre s ponding a djus tme nts  to OCRB A/D, a s  doe s  the

Compa ny, e xce pt tha t S ta ff ta ke s  is sue  with some  RCN gross -up fa ctors  a nd ba se s

its  RCN P IS  a djus tme nts  us ing its  own re comme nde d gros s -up fa ctors  a s  I jus t

discusse d. Aga in, the  Compa ny disa gre e s  with the  S ta ff a pproa ch be ca use  it le a ds

to anoma lous  re sults .

page 2, is  a  schedule showing the distortion in the RCN

study A/D value caused by Staff selectively changing the RCN factors. In the case

of/D, the changes result in an RCN A/D balance of 331,785,262, which is $285,540

lower than the $2,070,802 RCN A/D value based on the RCN study.

Exhib it TJ B-RB1,

Q. HAD STAFF USED THE RCN FACTORS DEVELOPED FROM THE RCN

STUDY FOR ITS ADJUSTMENTS WHAT WOULD STAFF'S RCN A/D

VALUE BE?
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Sta ff's  recommended ba lance  of $980,944.27

iii. Co ntrib u tio ns -in-Aid  o f Co ns truc tio n  (CIAC) a nd
Accumulated  Amortization (AA).

Q- P LEAS E DISCUSS THE COMP ANY'S PROPOSED REBUTTAL

ADJ US TMENTS  TO RCN CIAC AND IDENTIF Y ANY ADJ US TMENTS

YOU HAVE ACCEP TED FROM S TAFF.

Adjustment number 3, shown on Rebuttal Schedule B-3, page 2, reflects CIAC and

AA at the revised RCN basis. The RCN basis for CIAC and AA has changed because

cf the adjustments to depreciable OC PIS and RCN PIS. Staff does not propose any

adjustments  to RCN CIAC and RCN AA. S ta ff should have adjusted RCN CIAC

and RCN AA based upon its proposed changes to depreciable OC PIS and RCN PIS.

Failure to do so results in misstatements of the RCRB and FVRB .

Q.

iv. Ac c u mu la te d  De fe rre d  In c o me  Ta xe s  (ADIT).

P LE AS E DIS CUS S T HE C O MP ANY' S P RO P O S E D R E B UT T AL

ADJ US T ME NT S  T ( )  ADIT  AND IDE NT IF Y ANY ADJ US T ME NT S  YO U

HAVE  AC C E P TE D F R O M S TAF F .

Adjustment number 4, shown on Rebuttal Schedule B-3, page 2, reflects  the ADIT

balance at the reported RCN basis. The RCN basis for ADIT has changed because

of the adjustments to OCRB and RCRB. Staff does not propose any adjustments to

RCN ADIT. Sta ff should have  adjus ted RCN ADIT based upon its  proposed

cha nge s  to its  re comme nde d OCRB a nd RCRB. Fa ilure  to do s o re s ults  in

misstatements of the RCRB and FVRB .
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27 Note : S ta ffs  re comme nde d RCN A/D va lue  conta ins  a  s imila r e rror a s  dis cus s e d on
pa ge  7. S ta ff RCN A/D a djus tme nt numbe r 5b of $(l27,l35) s hould be  e limina te d. This
would bring the  a djus te d RCN A/D va lue  to $1,338,526 ($l,2l 1,391 + 127,135).
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v. Cash Working Capital (CWC).

PLEASE DISCUSS THE COMPANY'S PROPOSED REBUTTAL

ADJUSTMENTS TO CWC AND IDENTIFY ANY ADJUSTMENTS YOU

HAVE ACCEPTED FROM STAFF.

Adjus tment number 5, shown on Rebutta l Schedule  B-3, page  2, re flects  CWC a t the

re porte d RCN ba s is . S ta ff propos e s  a  s imila r a djus tme nt to RCN CWC.

vi. Remaining Rate Base Items in Dispute.

ARE THERE ANY REMAINING RCRB ITEMS IN DISPUTE BETWEEN

THE PARTIES?

No.

REVENUES AND EXPENSES.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF.

The  Compa ny's  re butta l a djus tme nts  to re ve nue s  a nd/or e xpe ns e s  a re  de ta ile d on

Re butta l S che dule  C-2 , pa ge s  l th rough 9 . The  re butta l income  s ta te me nt with

a djus tme nts  is  summa rize d on Re butta l S che dule  C-l, pa ge s  l a nd 2.

Re butta l a djus tme nt l re duce s  the  propos e d a nnua lize d de pre cia tion a nd

a mortiza tion  e xpe ns e  by $25 ,280 , from $135 ,073  to  $109 ,794  ba s e d  on  the

Compa ny's  propos e d re butta l P IS  a nd CIAC ba la nce s . The  S ta ff's  re comme nde d

deprecia tion and amortiza tion expense  leve l of $76,636 is  lower than the  Company' s

by $33,158.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

21

2 2

2 3

2 4

25

2 6

WHY IS STAFF'S RECOMMENDED DEPRECIATION

AMORTIZATION EXPENSE LOWER THAN THE C()MPANY'S?

AND

The difference in depreciation and amortization expense is primarily caused by

differences in each of the parties' respective plant balances. However, there are two
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is s ue s  with the  S ta ff de pre cia tion a nd a mortiza tion ca lcula tion a s  s hown on S ta ff

S che dule  BCA-13. Firs t,  S ta ff doe s  no t p rovide  a ny s upport fo r its  p ropos e d

$152,687 of fully de pre cia te d pla nt for a ccount 371 .-- P umping Equipme nt. The

Compa ny p ropos e d  fu lly de pre c ia te d  p la n t o f $124 ,416  is  s hown on  Re bu tta l

S che dule  C-2, pa ge  2. The  Compa ny provide d S ta ff a  full re cons truction of the  P IS

and A/D ba lances  by plant a ccount in its  work pape rs  which supports  the  Company's

propos e d a mount. I do not find a  s imila r work pa pe r s upporting the  S ta ff numbe r.

In any ca se , the  diffe rence  in deprecia tion expense  from this  is sue  is  $3, 100.

S e cond, S ta ff us e s  a n incorre ct ba la nce  for gros s  CIAC a s  the  ba s is  for its

a mortiza tion computa tion. The  S ta ff s che dule  s hows  $1,267,984 be fore  a djus ting

for non-a mortiza tion CIAC (La nd of $400,00()). But, the  S ta ff OC CIAC ba la nce ,

a s  shown on S ta ff S che dule  BAB-3, is  $l,013,352. It a ppe a rs  tha t the  $1,267,984 is

the  S ta ff re comme nde d  RCN CIAC va lue . The  diffe re nce  in  de pre cia tion a nd

a mo rtiza tio n  e xp e n s e  o n  th is  is  $ 5 ,0 9 3 . S ta ffs  d e p re c ia tio n  a n d

a m o rtiz a tio n  e xp e n s e  s h o u ld  b e  $ 8 ,1 9 3  ($ 3 , l0 0  +  $ 5 ,0 9 3 ) h ig h e r th a n  it

re comme nds .

In  to ta l,

Q. THANK YOU. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE

COMPANY'S  PROPOSED REBUTTAL REVENUE AND/OR EXPENSE

ADJ USTMENTS.

Re butta l a d jus tme nt numbe r 2  re fle cts  prope rty ta x e xpe ns e  a t the  Compa ny's

re butta l propose d re ve nue  le ve l.

Q. AR E  THE  ANY DIS P UTE S  B E TWE E N THE  P AR TIE S  o n  THE

METHODOLOGY FOR COMPUTING PROPERTY TAXES, THE

ASSESSMENT RATIO, OR THE PROPERTY TAX RATE?
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Q. PLEASE CONTINUE.

Rebutta l adjus tment number 3 re flects  no change  to ra te  case  expense . The  Company

continue s  to propos e  $130,000 norma lize d ove r 3 ye a rs  or $65,000 a nnua lly. S ta ff

re comme nds  $65,000 norma lize d ove r 3 ye a rs , or 21,667 a nnua lly.28 S ta ff be lie ve s

the  Company's  reques t is  too high given the  amount of cos ts  incurred through August

2, 2016.29 Howe ve r, S ta ff fa ils  to re cognize  tha t the  a pproxima te ly $51,000 wa s

only incurre d from work bille d through the  e nd of J une  20 l6. Through the  re butta l

tiling, the  cos ts  tota l a bout $110,000. I do not think S ta ff ha s  fully cons ide re d the

cos ts  for re butta l, which include s  a n e xpe rt e ngine e ring witne s s  not pre vious ly filing

te s timony in this  ca s e , plus  s ignifica nt s e ttle me nt e fforts , a nd now a  he a ring a nd I

pre sume  brie fing, the n Ope n Me e ting. The  Compa ny is  a ctua lly going to incur more

than the  $130,000 requested, but seeks  only $130,000 as  a  reasonable  expense  leve l

for this  ca se .

Q- PLEASE CONTINUE.

Re butta l a djus tme nt 4 re fle cts  a  true -up of a lloca te d Algonquin P owe r a nd Utilitie s

Corp . ("AP UC"), Libe rty Utilitie s  Ca na da , Libe rty Algonquin  Bus ine s s  S e rvice s

("LABS "), a nd Libe rty Utilitie s  (S ub) Corp. la bor a nd non-la bor e xpe ns e s  cha rge d

to Libe rty EDO. Contra ctua l S e rvice s  -- P rofe s s iona l is  incre a s e d by $19,381. The

cha nge  in  e xpe ns e  is  due  to  a n upda te  to  the  cos t a lloca tion fa ctors  pre vious ly

discussed on page  4.

Q. WERE UPDATES TO THE COST POOL FOR APUC, LIBERTY UTILITIES

CANADA, AND LABS PROVIDED TO STAFF?
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Yes. They were provided in Liberty EDO's response to Staff Data Request

CSB 1.34 on July 18, 2016.

Direct Testimony of Brendan Aladi ("Aladi Dt.") at 4.
29 Id.

28
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Q~ THANK you . PLEASE CONTINUE.

Re butta l a djus tme nt 5 re fle cts  a  re vis ion to the  Compa ny's  propose d wa ge  incre a se

the  Compa ny propos e d  in  its  d ire ct filing . Contra ctua l S e rvice s  -- P rofe s s iona l

incre a s e d  by $1 ,059  to  re fle c t the  a dd itiona l la bor cos ts  con ta ine d  in  re bu tta l

a djus tme nt 4 discusse d pre vious ly.

Re butta l a djus tme nt 6 is  inte ntiona lly le ft bla nk.

Rebutta l adjus tment 7 synchronize s  inte re s t expense  with OCRB .

Re b u tta l a d ju s tme n t 8  in c re a s e  in co me  ta xe s  b y $ 2 ,0 4 0  to  re fle c t th e

Company proposed rebutta l revenues  and expenses .

v.

Q.

TE DES IGN_.

W HAT AR E  LIBE R TY E DO 'S  P R UP O S E D R ATE S  F O R  W AS TE W ATE R

S E R VIC E ?

The  propose d ra te s  a re  se t forth on Re butta l S che dule  H-3, pa ge s  1 through 3. The

70.9 pe rce nt, ove r the  curre nt monthly cha rge  of $70.00.

Q. IS  LIBERTY EDO CONTINUING TO P ROP US ING A P HAS E IN OF

RATES?
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Ye s . The  Compa ny is  not propos ing a ny cha nge  to  the  pha s e  in  the  Compa ny

propos e d in its  dire ct tiling - 70 pe rce nt of the  ra te  incre a s e  would be  imple me nte d

in the  firs t ye a r, a nd the n 100 pe rce nt of the  ra te  incre a se  would be  imple me nte d in

the  second yea r. In the  third yea r, the  Company proposes  a  surcha rge  to recove r the

de fe rre d re ve nue s  from the  pha s e  in pe riod, plus  inte re s t. The  following s e ts  forth

the  proposed ra te s  and surcha rges  for the  three  yea r pe riod:
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Current

Rates

$70.00

Ye a r 1

Rates

$70.00

34 .84%

Ye a r 2

Ra tes

$104.74

14.89%

Ye a r 3

Ra tes

$119.63Monthly Charge  - Res identia l

Increas e in Rate

Surcharge (12 months )

Tota l Monthly Charge

% Increas e

$70.00 $104.74

49.63%

$119.63

14.22%

16.68%

$155.50

13.94%

Q- HAVE YOU PREPARED AN EXHIBIT SHOWING THE COMPUTATION

OF THE SURCHARGE?

Yes. Attached as Exhib it TJ B-RB2 is a schedule showing the computation of the

surcharge.

Q. AR E  T HE R E  ANY C HANG E S  T O  L IB E R T Y E DO ' S  P R O P O S E D

MIS CELLANEOUS  CHARGES ?

No. Sta ff and the  Company a re  in agreement on the  proposed misce llaneous

charges ."

Q. WHAT ABOUT THE COMPANY PROPOSED PPAM AND PTAM?

As discussed in Mr. Garlick's rebuttal testimony, the Company has accepted Staff

recommendations regarding the PPAM and PTAM.31

Q- DOES THIS CONCLUDE YOUR DIRECT TESTIMONY ON RATE BASE,

INCOME STATEMENT AND RATE DESIGN?

Yes.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

30 See Baxter Dt. at 14.
31 Garlics Rb. at 2-3.

SHAPIRO LAW FIRM
A PROFESSIONAL CORPORATION

A.

A.

A.

A.
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EXHIBIT TJB-RBI



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended December 31, 2015

Original Cost and Reconstruction Cost New Less Depreciation PIS

$

Adjusted
Orginal
Cost

[1]

126,541
2,145,496

27,752
5,541

37,898
799

400,000
576,601
124,916

7,141
480,710

122,760
3,845
2,457

26,226
168,387

RCN
Study

Results

450,550
2,226,115

88,095
62,680

412,000
1,299,022

85,000
7,464

1,648,990

[2]

375,300
6,000
3,000

44,300
95,579

[3] = [2]/[1]

RCN
Study

Factors

3.56
1.04
3.17

11.31

1.69
0.57

1.03
2.25
0.68
1.05
3.43

3.06
1.56
1.22

Staff
RCN

Factors

[4 ]

3.06
1.56
122

169
0.57

3.56
104
3.17

0.68
105

103

[5] = [1] X [4]

Staff
RCN
Value

450,549
2,226,167

88,096
8,888

412,000
924,869
85,006
7,464

764,810

375,302
6,000
3,000

44,301
96,587

Difference
to RCN Study

[6] = [5] . [2]

(374,153)
6

(0)
(884,180)

(1)
52
1

(53,792)

2
0

(0)

1
8

Exhibi'(
Page 1

1,747
12,188

1,747
12,188

1.00
1.00

100
1.00

1,747
12,188

Plant
Acct.
3 5 1
352
353
354
355
360
3 6 1
362
363
364
365
366
367
370
3 7 1
374
375
380
3 8 1
382
389
390

390 .1
3 9 1
392
393
3 9 4
395
396
397
3 9 8

5,348
5,947

5,348
5,947

1.00
1.00

1.00
1.00

5,348
5,947

Line

M Y
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
32

Description
Organization
Franchise
Land
Structures & Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring installations
Reuse Services
Reuse Meters And installation

Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8< Equipment
Office Furniture 8. Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant
TOTALS $ 4,282,301 $ 6,830,326 1.60 1.29 $ 5,518,268 $ <1,312,058)

33
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended December 31, 201 s

Original Cost and Reconstruction Cost New Less Depreciation A/D

$

Adjusted
Orginal

Cost A/D

[1]

29,526
982,837
12,951

1 ,722

8,151
144,232

166,601
34,735
1,333

87,377

22,915
3,589
2,293

RCN
Study

Factors

[2]

3.56
1.04
3.17

11.31

1.03
2.25
0.68
1.05
3.43

1.69
0.57

3.06
1.56
1.22

[3] = [2]X[1]

RCN
Study
A/D

105,128
1,019,792

41,111
19,481

375,336
23,637
1,393

299,731

70,056
5,600
2,800

13,769
82,731

Staff
RCN

Factors

[4]

0.68
1.05

3.06
1.56
1.22

1.03

3.56
1.04
3.17

1.69
0.57

[5] = [1] X [4]

Staff
RCN A/D

Value

105,128
1,019,792

41,111
2,762

267,229
23,637
1,393

139,018

70,056
5,600
2,800

13,769
82,731

Difference
to RCN Study

[6] = [5] [3]

(108,108)

(160,713)

(16,719)

Exhibit
Page 2

933
5,688

1.00
1.00

933
5,688

1 00
100

933
5,688

Plant
Acct.
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

159
2,455

1.00
1.00

1,159
2,455

1.00
1.00

1,159
2,455

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

Description
Organization
Franchise
Land
Structures & Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment 8< Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8= Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant
TOTALS $ 1,508,498 137 $ 2,070,855 1.18 $ 1,785,262 $ (285,540)

33
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RATE BAS E
S C HE DULE S



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rebuttal Schedule A-1
P age 1
Witnes s : Bouras sa

Fair Value Rate Base $ 1 ,933,825

Adjusted Operating Income (22,623)

Current Rate of Return -1.17%

Required Operating Income $ 118,870

Required Rate of Return on Fair Value Rate Base 6.15%

Operating Income Deficiency $ 141,493

Gross Revenue Conversion Factor 1.4011

Increase in Gross Revenue
Requirement $ 198,250

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement
% Increase

$
$
$

281,288
198,250
479,537

70.48%

Present
Rates

Dollar
Increase

Percent
Increase

Customer
Classification
Residential $ 281,190 $

Proposed
Rates

480,554 $ 199,364 70.90%
0.00%

70.90%
70.90%

Revenue Annualization
Subtotal $

(1,470)
279,720 $

(2,512)
478,041 $

(1 ,042)
198,321

Miscellaneous Revenues
Reconciling Amount
Rounding
Total of Water Revenues

1,575
(7) (72)

0.00%
1028.57%

0.00%
70.48%_$ 281,288 $

1,575
(79)

1
479,538 $

1

198,250

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

SUPPORTING SCHEDULES:
B-1
C-1
C-3
D-1
H-1



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Summary of Rate Base

Exhibit
Rebuttal Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Reconstruction
Cost New Less

Depreciation
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 3,488,948
1,122,048

$ 5,981 ,028
1,666,423

s 4,734,988
1,394,236

Net Utility Plant in Service $ 2,366,899 $ 4,314,605 $ 3,340,752

Less:
Advances in Aid of Construction

Contributions in Aid of Construction 1,013,352 1 ,537/849 1275,600

Accumulated Amortization of CIAC (85,869) (157,619) (121,744)

Customer Meter Deposits
Customer Security Deposits
Accumulated Deferred Income Tax

2,360
166,496

2,360
339,700

2,360
253,098

16,048 16,048 16,048

Plus:
Unamortized Finance

Charges
Prepayments
Materials and Supplies

Cash Working Capital (13,661) (13,661) (13,661)

Total Rate Base $ 1272,948 2,594,702 $ 1 ,933,825

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
2 2
23
24
25
26
27
28
29
30
31
32
33
34
35

SUPPORTING SCHEDULES:
B-2
B-3
B-5

RECAP SCHEDULES:
A-1



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 1
Witness: Bourassa

Adjusted
at

End of
Test Year

Proforma
Adjustment

Rebuttal
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 4,010,610 (521 ,663) $ 3,488,948

Less:
Accumulated
Depreciation 1 ,369249 (247,201) 1,122,048

Net Utility Plant
in Service $ 2,641,361 86 2,366,899

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Gross 1,013,352 1,013,352

Accumulated Amortization of CIAC (85,869) (85,869)

Customer Meter Deposits
Customer Security Deposits
Accumulated Deferred Income Tax

2,360
214,584 (48,088)

2,360
166,496

Plus:

16,048 16,048

Unamortized Finance
Charges

Prepayments
Materiais and Supplies
Cash Working capital (23,189) 9,528 (13,661)

Tote I $ 1,489,794 $ 1,272,948

Line

Y
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

SUPPORTING SCHEDULES:
B-2, pages 2
E-1

RECAP SCHEDULES:
B-1
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rebuttal Schedule B-2
Page 3.2
Witness: Bourassa

Corporate Plant

[1]
Revised
Orginal

Q98

[3]

Acct.

N i ;
903
904

940. 1

Description
Land and Land Rights
Structures and Improvements
Computers and Software

1,312,818
11,123,684
2,187,630

[2]
Liberty
Utilities
Factor

12.94%
12.94%
12.94%

EDO
Factor

0.77%
0.77%
0.77%

[4] = [1]X[2]X[3]
Allocated
Ordinal

Cost her Rebuttal
1 ,308

11 ,083
2, 1 so

Allocated
Original Cost

per Direct
1 ,129

10, 157
1 ,769

Increase
(Decrease)

179
926
411

LU Sub-Corp. Plant ,|

903
904
940

940. 1

Land and Land Rights
Structures and Improvements
Office Furniture and Equipmer
Computers and Software

420,651
258,089

2,078,183

0.77%
0.77%
0.77%
0.77%

3,239
1 ,987

16,002

2,175
1,334

10,745

1 ,064
653

5,257

TOTALS $ 17,381,055 $ 35,800 $ 27,309 $ 8,490

Line

N O
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

SUPPORTING SCHEDULE
Testimony
Work papers

RECAP SCHEDULES:
B-2, page 13



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - C

Exhibit
Rebuttal Schedule B-2
Page 3.3
Witness: Bourassa

Line

M
Plant Held for Future Use

Per Direct
Ordinal
Cost

Adjustment
Per Rebuttal

Ordinal
Cost

Total
Ordinal
Cost

(26,200) (26,200)

(15,200) (15,200)

Acct.

u
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390. 1
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures 8< Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist, System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8< Equipment
Office Furniture 8< Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant

(257,600) (525,900) (783,500)

TOTALS $ (299,000) (525,900) $ (8221T90§

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

SUPPORTING SCHEDULE
Testimony
Work papers

RECAp SCHEDULES;
B-2, page 3



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 _ D

Exhibit
Rebuttal Schedule B-2
Page 3.4
Witness: Bourassa

Line

M ;
Reconciliation of Booked Plant to Plant Reconstruction

Ordinal
Cost

Adjusted
Orginal

Cost
$ 37,898

799
400,000
550,401
124,916

7,141
480,710

B-2
Adiustments

$ $ 37,898
799

400,000
550401
124,916

7,141
480,710

Plant
Per

Reconstruction
s 37,898

799
400,000
550,401
124,916

7,141
480,710

Difference
$

122,760
3,845
2,457

122,760
3,845
2,457

122,760
3,845
2,457

26,226
153,187

26,226
153,187

26,226
153, 187

126,541
1 ,887,896

27,752
5,541

(530,153)
126,541

1 ,357,743
27,752

5,541

126,541
1 ,357,743

27,752
5,541

1,747
12,188

1,747
12,188

1,747
12,188

Acct.

351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390. 1
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures & improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8< Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equipment
Communication Equip
Miscellaenous Equip.
Other Tangible Plant

5848
5,947

5,348
5,947

5,348
5,947

Plant Held for Future Use
TOTALS $ 3,983,301 $ (530,153) $ 3,453,148 $ 3,433,148 $

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULE
B-2, pages 3.1 through 3.4
B-2, pages 35 through 3.14

RECAP SCHEDULES:
B-2, page 3
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Liberty Utilities (Entrada Del Ore Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 A

Exhibit
Rebuttal Schedule B-2
Page 4.1
Witness: Bourassa

Remove A/D Related to Affiliate Profit

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Total
$

Acct.

M
351
352
353
354
355
360
361
362
3G3
364
365
366
367
370
371
374
375
380
381
382
389
390

3904
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures & Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment a Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8¢ Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant

Dear
Rate

0.00%
0.00%
0.00%
3.33%
5.00%
2.00%
2.00%
2.00%
2.00%

10.00%
10.00%
2.00%
8.33%
3.33%

12.50%
2.50%
2.50%
5.00%
5.00%
3.33%
6670/0
6.57%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

(106) (177) (284)

Line

M
1
2
3
4
5
6
7
a
9
10
11
12
13
14
15
LB
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Plant Held for Future Use
TOTALS $ $ $ $ s $ s (106) $ (177) $ (284)

43
44
45
46
47

SUPPORTING SCHEDULE
B-2, pages 3.2
Work papers

RECAP SCHEDULES1
B-2, page 4



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - B

Exhibit
Rebuttal Schedule B-2
Page 4.2
Witness: Bourassa

Corporate Plant A/D
[1] [3] [4] : [1]X[2]X[3]

Allocated
Ordinal
Cost

Original Cost
Allocated

Original Cost
Der Direct

\increase
(Decrease)

$

Acct.

114
903
904

9401

Description
Land and Land Rights
Structures and Improvements
Computers and Software

570,445
656,289

[2]
Liberty
Utilities
Factor

12.94%
12.94%
12.94%

EDO
Factor

0.77%
077%
0.77%

568
654

521
531

48
123

LU Sub-Corp. Plant

903
904
940

940.1

Land and Land Rights
Structures and Improvements
Office Furniture and Equipmer
Computers and Software

92,971
38,753

941,298

0.77%
0.77%
0.77%
0.77%

716
298

7,248

481
200

4,867

235
98

2,381

TOTALS $ 2,299,757 $ 9,485 $ 6,599 $ 2,885

Line
M
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULE
Work papers

RECAP SCHEDULES:
B-2, page 4



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - C

Exhibit
Rebuttal Schedule B-2
Page 4.3
Witness: Bourassa

Line

N g
ND Plant Held for Future Use Adjustment

[1] [2] [3] [4] MAx([1] X [2] X[3])
A/D

Orginal
Cost

Orginal
Cost

Depr.
Rate Years

Per Direct
A/D

Orginal
Cost

Increase
(Decrease)

(26,200) 3.33% 9.5 (8,288) (8,288)

(15,200) 12.50% 9.5 (15,200) (15,200)

Acct.

351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures 8. Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant

(783,500) 5.00% 9.5 (372,163) (122,360) (249,803)

TOTALS $ (824,900) $ (395,651) $ (145,84é§ -$ -(245l,803§.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULE
Work papers

RECAP SCHEDULES:
B-2, page 4



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - D

Exhibit
Rebuttal Schedule B-2
Page 4.4
Witness: Bourassa

Reconciliation of/D to A/D Reconstruction

A/D
B-2

Adiustments
$

Rebuttal
Adjusted

N D
$ $

A/D
Per

Reconstruction
$

Difference
$

158,313
34,735
1,333

87877

158,313
34,735
1,333

87,377

158,313
34,735
1,333

87,377

22,915
3,589
2,293

22,915
3,589
2,293

22,915
3,589
2,293

8,151
129,032

8.151
129,032

8,151
129,032

29,526
860,477
12,951
1,722

(250,086)
29,526

610,391
12,951
1,722

29,526
610,391
12.951
1 ,722

(0)

933
5,688

933
5,688

933
5,e88

Acct.

i i ;
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398
108

Description
Organization
Franchise
Land
Structures & Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equipment
Communication Equip
Miscellaneous Equipment
Other Tangible Plant
Accumulated Depreciation

1,159
2,455

1 ,159
2,455

1,159
2,455

Plant Held for Future Use
TOTALS $ 1,362,650 $ (250,086) $ 1,112,564 $ 1,112,564 $ (0)

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULE
B-2, page 4.1 to 4.3
B-2, pages 3.5 to 3.14

RECAP SCHEDULES:
B-2, page 4



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Original Cost Rate Base Proforma Adjustments
Adjustment 3

Exhibit
Rebuttal Schedule B-2
Page 5
Witness: Bourassa

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization

Line
No.
1
2
3
4

Computed balance at end of Test Year $

Gross
CIAC

1,013,352

Accumulated
Amortization

$ 85,869

Adjusted balance at end of Test Year $ 1,013,352 $ 85,869

Increase (decrease) 33 $

$ $Adjustment to CIAC/AA CIAC
Label pa Cb

5
6
7
8
9

10
11
12

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

SUPPORTING SCHEDULES
B-2, pages 5.1 to 5.4

RECAP SCHEDULES;
B-2, page 2
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-3
Page 1
Witness: Bourassa

RCN
at

End of
Test Year

Profo rm a
Adjustment

RCN
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 6,522,612 (541 ,584) $ 5,981,028

Less:
Accumulated
Depreciation 1 ,920,523 (254,100) 1 ,666,423

Net Utility Plant
in Service $ 4,602,089 $ 4,314,605

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Gross 1,522,616 15,233 1 ,537,849

Accumulated Amortization of CIAC (155,486) (2,133) (157,619)

Customer Meter Deposits
Customer Security Deposits
Accumulated Deferred Income Tax

2,360
405,292 (65,592)

2,360
339,700

16,048 16,048

Plus:
Unamortized Finance
Charges

Prepayments
Materials and Supplies
Cash Working capital (23,189) 9,528 (13,661)

Line
No.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35 Total $ 2,820,167 $ 2,594,702

36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULES:
B-3, page 2

RECAP SCHEDULES:
B-1
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 1 - A

Exhibit
Rebuttal Schedule B-3
Page 3.1
Witness: Bourassa

Line

'I
2
3
4

Expensed Plant

Orginal

Cost Factor'

Rebuttal

RCN

Increase

(Decrease)
Acct.

B i l ;
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390. 1
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures & Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8< Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant

(4,253) 1 .04 (4,412) (4,412)

TOTALS $ (4,253) $ (4,412) $ (4,412)

1 Expensed plant occurred in 2014, assume factor of based upon Handy Whitman factors..

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULE
Testimony
Work papers

RECAP SCHEDULES:
B-2, page 3



Liberty Utilities (Entrada Del Oro Sewer)Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rebuttal Schedule B-3
Page 32
Witness: Bourassa

RCN Allocated Corporate Plant
[1] [2] [3] = [1]X[2] [5]

Acct.

N&
903
904

940. 1

Orginal
Cost

RCN
Factor
1.00
1.00
1.00

RCN
Cost

1,312,818
11,123,684
2,187,630

[4]
Liberty
Uiiiiiies
Factor

12.94%
12.94%
12.94%

EDO
Factor

017%
077%
0.77%

[6] = [3lX[4]X[5]
Allocated
Ordinal
Cost

1 ,308
11 ,083
2 ,180

Allocated
Original Cost
Der Direct

1 , 129
10, 157
1,769

Increase
(Decrease)

179
926
411

Description
Land and Land Rights
Structures and Improvements
Computers and Software

1,312,818
11,123,684
2,187,630

LU Sub-Corp. Plant

903
904
940

940.1

Land and Land Rights
Structures and Improvements
Office Furniture and Equipment
Computers and Software

420,651
258,089

2,078,183

1.00
1.00
1.00
1.00

420,651
258,089

2,078,183

100.00%
100.00%
100.00%
100.00%

0.77%
0.77%
0.77%
0.77%

3,239
1 ,987

16,002

2,175
1,334

10,745

1,064
653

5,257

TOTALS $ 17,381,055 $ 35,800 $ 27,309 $ 8,490

Line

MCL
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

SUPPORTING SCHEDULE
Testimony
Work papers

RECAP SCHEDULES:
B-3, page 3



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 1 - C

Exhibit
Rebuttal Schedule B-3
Page 3.3
\A/tness: Bourassa

Line

1
2
3
4

Capacity Adjustment

Ordinal

Cost Factorl

Rebuttal

RCN

RCN

per Direct

Increase

(Decrease)

(26,200)
1.03
2.25
0.68
1.05
3.43

(59,026) (59,026)

3.06
1.56
1.22

(15,200)
1.69
0.57 (8,718) $ (8,718)

(783,500)
3.56
1.04
3.17

11.31

(812,941) (267,280) (545,661)

1.00
1.00

Acct.

351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures & improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment 8t Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8< Equipment
Office Furniture 8¢ Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant

1.00
1.00

TOTALS $ (824,900). $ (880,685) $ (335,023) $ (545,661)

1 Factors see Scehdule B-4

5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43
44

SUPPORTING SCHEDULE
Testimony
Work papers

RECAP SCHEDULES:
B-2, page 3
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 1 - A

Exhibit
Rebuttal Schedule B-3
Page 4.1
Witness: Bourassa

Line

M
1
2
3
4

Expensed Plant

A/D
Orginal

Cost Factorl

per Rebuttal
A/D

RCN

Increase

(Decreases

Acct.

351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390. 1
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures & Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant 8¢ Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant

(284) 1 .04 (294)

TOTALS $ (284) $ (294) $

1 Expensed plant occurred in 2014, assume factor of based upon Handy Whitman factors..

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULE
Testimony
Work papers

RECAP SCHEDULES:
B-2, page 3



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 2 - B

Exhibit
Rebuttal Schedule B-3
Page 4.2
Witness: Bourassa

Line

_ML
RCN Corporate Plant A/D

[1] [2] [3] = [1]X[2] [5]

Orginal
Cost

RCN
Cost

[6] = [3]X[4]X[5]
Allocated
Orginal
Cost

Allocated
Original Cost

per Direet
Incre a s e

(De c re a s e )

$ $

Acct .

M
903
904

940. 1

Description
Land and Land Rights
Structures and Improvements
Computers and Software

570,445
656,289

RCN
Factor

1 .00
1 .00
1 .00

570,445
656,289

[4]
Liberty
Utilities
Factor

12.94%
12.94%
12.94%

EDO
Factor

0.77%
0.77%
0.77%

568
654

260
177

308
477

LU Sub-Corp. Plant

903
904
940

940. 1

Land and Land Rights
Structures and Improvements
Office Furniture and Equipmer
Computers and Software

92,971
38,753

941 ,298

1.00
1.00
1.00
1.00

92,971
38,753

941,298

100.00%
100.00%
100.00%
100.00%

077%
0.77%
0.77%
0.77%

716
298

7,248

388
111

3,165

328
187

4,083

TOTALS $ 2,299,757 $ 9,485 $ 4,101 $ 5,383

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
2 0
2 1
2 2
2 3
2 4
25
2 6
2 7
28
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6
3 7
38
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6

SUPPORTING SCHEDULE
Work papers

RECAP SCHEDULES:
B-3, page 4



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 1 - C

Exhibit
Rebuttal Schedule B-3
Page 4.3
Witness: Bourassa

Line
M

1
2
3
4

A/D Plant Held for Future Use

A/D
Orginal

Cost Factorl

per Rebuttal
A/D

RCN

per Direct
A/D

RCN

Rebuttal
Increase

(Decrease)

(8,288) 2.25 (18,673) (18,673)

(15,200) 0.57 (8,718) (8,718)

Acct.

ML
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Description
Organization
Franchise
Land
Structures 8< Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture 8¢ Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant

(372,163) 1 .04 (386,147) (126,958) (259,189)

TOTALS T (395,651) $ (413,538) $ (154,349) $ (259,189)

1 Factors see Scehdule B-4

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43
44

SUPPORTING SCHEDULE
Testimony
Work papers

RECAP SCHEDULES:
B-2, page 3



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 3

Exhibit
Rebuttal Schedule B-3
Page 5
Witness: Bourassa

Contributions-in-Aid of Construction

Line

M

Adjusted Ordinal Cost Depreciable Balance $

Gross
CIAC

613,352
Amortization
$ 85,869

Gross-up Factor [1] 1 .84 1 .84

RCN Depreciable Balance $ 1,125,849 $ 157,619

Adjusted Orginal Cost Non-depreciable Balance $ 400,000 $

Gross-up Factor [2] 1 .03 1.03

RCN Non-depreciable Balance $ 412,000 $

Total RCN Balance $ 1 ,537,849 $ 157,619

Unadjusted RCN Balance 1,522,616 155,486

Adjustment to RCN Balance $ 15,233 $ (2,133)

[1] Computation of Gross-up Factor for Depreciable Plant
RCN Depreciable Gross Plant-in-Service
Original Cost Depreciable Gross Plant-in-service

$
$

5,533,228
3,014,451

Ratio of RCN Depreciable Gross Plant-in-Srvice
and Original Cost Depreciable Gross Plant-in-service 1 .84

[2] Computation of Gross-up Factor for Depreciable Plant
RCN Non-depreciable Gross Plant-in-Service
Original Cost Non-depreciable Gross Plant-in-service

$
$

412,000
400,000

Ratio of RCN Non-depreciable Gross Plant-in-Srvice
and Original Cost Non-depreciable Gross Plant-in-service 1 .03

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

SUPPORTING SCHEDULE
B-2, page 5.3
B-2, page 2
B-2, page 3
B-4

RECAP SCHEDULES:
B-3, page 2



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 4

Exhibit

Rebuttal Schedule B-3

Page 6

Witness: Bourassa

Advances-in-Aid of Construction

AIAC
Adjusted Orgirxal Cost Depreciable Balance $

Gross-up Factor [1] 1 .84

RCN Depreciable Balance $

Unadjusted RCN Balance

Adjustment to ADIT Balance $

[1] Computation of Gross-up Factor for Depreciable Plant
RCNLD Depreciable Gross Plant-in-Service
Original Cost Depreciable Gross Plant-in-service

$
$

5,533,228
3,014,451

Ratio of RCNLD Depreciable Gross Plant-in-Srvice
and Original Cost Depreciable Gross Plant-in-service 1 .84

Line

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

2 8

2 9

3 0

31

32

SUPPORTING SCHEDULE
B-2, page 5.3
B-2, page 2
B-4

RECAP SCHEDULES:
B-3, page 2



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 5

Exhibit
Rebuttal Schedule B-3
Page 7
Witness: Bourassa

Accumulated Deferred Income Taxes (ADIT)

Adjusted Orginal Cost ADIT Balance $ 166,496

RCN Net Rate Base before ADIT
Original Cost Net Rate Base before ADIT

$
$

2,932,015
1,437,057

Ratio of RCN Net Rate Base before ADIT
and Original Cost Net Rate Base before ADIT 2.04

RCN ADIT Balance $ 339,700

$ 405,292RCN ADIT Balance per Direct

Adjustment to ADIT Balance $ (65,592)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19

SUPPORTING SCHEDULE
B-2, page 5

RECAP SCHEDULES:
B-3, page 2



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 6

Exhibit
Rebuttal Schedule B-3
Page 8
Witness: Bourassa

RCN Working Capital

Adjusted Cash Working Capital $ (13,661)

RCN Factor 1.00

Recommended RCN Cash Working Capital $ (13,661)

RCN Working Capital per Direct $ (23,189)

Adjustment to ADIT Balance $ 9,528

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

18
19
20
21
22

SUPPORTING SCHEDULE
B-5

RECAP SCHEDULES:
B-3, page 2



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Reconstruction Cost New Less Depreciation Plant and Accumulated Depreciaiton

Exhibit
Rebuttal Schedule B-4
Page 1
Witness: Bourassa

A D E F

Adjusted
Original Cost PIS

Before Caoacilv Adi
$ s

B
Rebuttal

Adjustments
Other Than
Capacitv

C
Rebuttal
Adjusted

Original Cost PIS
Before Cauacitv Adj

$

RCN
ELF

Total
RCN PIS

Adiustments
Rebuttal
RCN PIS

37,898
799

400,000
576,601
124,916

7,141
480,7t0

37,898
799

400,000
576,601
124,916

7,141
480,710

412,000
1 ,299,022

85,000
7,464

1 ,648,990

(59,026)
412,000

1239,996
85,000
7,464

1 ,648,990

122,760
3,845
2,457

122,760
3,845
2,457

375,300
6,000
3,000

375,300
6,000
3,000

26,226
168,387

26,226
168,387

44,300
96.579 (8,718)

44,300
87,861

126,541
2,145,496

27,752
5,541

(4,253)
126,541

2,141,243
27,752
5.541

450,550
2,226,115

88,095
62,680

(817,353)
450,550

1 ,408762
88,095
62,680

1,747
12,188

1,747
12,188

1,747
12,188

1,747
12,188

5,348
5,947

5,348
5,947

5,348
5,947

5.a48
5,947

s 4,282,301 $ (4,253l $ 4,278,048 $ 6,830,326 $ (885,097) $ 5,945,228

Line Plant
Acct. Description

1 351 Organization
2 352 Franchise
3 353 Land
4 354 Structures & Improvements
5 355 Power Generation
6 360 Collection Sewer Forced
7 361 Collection Sewers Gravity
8 362 Special Collecting Structures
9 363 Customer Services
10 364 Flow Measuring Devices
11 365 Flow Measruring Installations
12 366 Reuse Services
13 367 Reuse Meters And installation
14 370 Receiving Wells
15 371 Pumping Equipment
16 374 Reuse Distribution Reservoirs
17 375 Reuse Trans. and Dist. System
18 380 Treatment & Disposal Equipment
19 381 Plant Sewers
20 382 Outfall Sewer Lines
21 389 Other Sewer Plant & Equipment
22 390 Office Furniture 8. Equipment
23 3901 Computers and Software
24 391 Transportation Equipment
25 392 Stores Equipment
26 393 Tools, Shop And Garage Equip
27 394 Laboratory Equip
28 395 Power Operated Equip
29 396 Commuriication Equip
30 397 Miscellaneous Equip.
31 398 Other Tangible Plant
32 TOTALS
33
34
35 SUPPORTING SCHEDULES
36 See RCN Study by NCS Engineers
37 Testimony
38 B-2, page 3
39 B-2, page 4
40

RECAP SCHEDULES
B-3, page 3
B-3, page 4



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Reconstruction Cost New Less Depreciation Plant and Accumulated Depreciaiton

Exhibit
Rebuttal Schedule B-4
Page 2
Witness: Bourassa

G J K L M

Line
Adjusted

Original Cost AID
Before Adi

H
Rebuttal

A/D Adjustments
Other Than

Canacitv

J=D/C
RCN

Factor
RCN
M

$

|
Rebuttal
Adjusted

Original Cost A/D
Before Adimerxts

$ $

RCN
A/D

Adjustments
$

Rebuttal
RCN

Si

166,601
34,735

1 ,sos
87,377

166,601
34,735
1 ,333

87,377

1 .03
2.25
0.68
1.05
3.43

375,335
23,635

1 ,see
299,733

(18,673) 356,662
23,635

1 ,393
299,733

22,915
3,589
2,293

22,915
a,58s
2,293

3.06
1.56
1.22

70,056
5,600
2,800

70,056
5,600
2,800

8,151
144,232

8,151
144,232

1.69
0.57

13,768
82,725 (8,718)

13,768
74,007

29,526
982,837

12,951
1 ,722

(284)
29,526

982,554
12,951

1 ,722

3.56
104
3.17

1131

105,128
1,019,474

41,111
19,481

(386,147)
105,128
633,327

41,111
19,481

933
5,688

933
5,658

1.00
1.00

933
5.688

933
5,688

Plant
A
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390. 1
391
392
393
394
395
396
397
398

1 .159
2,455

1 ,159
2,455

1.00
1.00

1.159
2,455

1,159
2,455

Description
Organization
Franchise
Land
Structures 8. Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measruring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans, and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equip
Communication Equip
Miscellaneous Equip.
Other Tangible Plant
TOTALS $ 1,508,498 $ (284) $ 1,508,215 1.60 $ 2,070,476 $ (413,538) s 1,656,938

M
1
2
3
4
5
G
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35 SUPPORTING SCHEDULES
36 See RCN Study by NCS Engineers
37 Testimony
38 B-2, page 3
39 B-2, page 4
40

RECAP SCHEDULES
B-3, page 3
B-3, page 4
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Income Statement

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa

Adjusted
Test Year
Results Adiustment

Rebuttal
Test Year
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 279,713 55 $ 279,713 $ 198,250 $ 477,963

$
1,575

281,288 $ $

1 ,575
281,288 $ 198,250 $

1,575
479,537

Operating Expenses
$ $ $

2,379
2,204

16,374

2,379
2,204

16,374

2,379
2,204

16,374

770
3,171

46,007
11 ,872
12,995

20,440

770
3,171

66,447
11 ,872
12,995

770
3,171

66,447
11 ,872
12,995

Salaries and Wages
Purchased Water
Sludge Removal
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services .. Testing
Contractual Services .. Other
Rents
Office Supplies and Expense
Transportation
Insurance
Regulatory Commission
Miscellaneous
Depreciation and Amortization
Taxes Other Than Income
Property Taxes
Income Taxes

100
6,288

43,333
21,362

135,073 (25,280)

100
6,288

43,333
21,362

109,794

100
6,288

43,333
21 ,362

109,794

$
$

17,062
(12.29_4)_
306,697
(25,409)

$
$

2,053
£2187> $
2,787 $

17,062
(10,241)
303,911 $
(22,623) $

4,034
52,724
56,757

141,493
$
$

21,096
42,483

360,668
118,870

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest and Dividend Income
AFUDC income
Miscellaneous Non-Utility Expenses
Interest Expense (22,606) (22,606) (22,606)

Total Other Income(Expense)
Net Profit (Loss)

$
$

(22,606)
(48,015)

$
$ 2,787

$
$

(22,606) $
(45,229) $ 141,493

$
$

(22,606)
96,264

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
2 2
23
24
25
26
27
28
29
30
31
32
33
34
35
36

37
38
39
40
41

SUPPORTING SCHEDULES:
C-1, page 2

RECAP SCHEDULES:
A-1
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Adjustments to Revenues and Expenses

Exhibit
Rebuttal Schedule C-2
Page 1
Witness: Bourassa

Line

M

Adjustments to Revenues and Expenses

2 § 3 5 Q
Intentionally

Left
Blank

Subtotal

Depreciation
Property
Taxes

Rate Case
Expense

Corporate
Costs

Wage
Increase

Revenues

Expenses (25,280) 19,381 1,059 (4,840)

Operating
Income 25,280 (19,381) (1,059) 4,840

Interest
Expense

Other
Income /
Expense

Net Income 25,280 (19,38t) (1,059) 4,840

Adjustments to Revenues and Expenses

8 _9 L
Intentionally Intentionally

Left Left
Blank Blank

M
Intentionally

Left
Blank

LE
Intentionally

Left
Blank

Subtotal

Interest
Svnch.

Income
Taxes

Revenues

Expenses 2,053 (2,787)

Operating
Income (2,053) 2,787

interest
Expense

Other
Income /
Expense

2,320 2,320

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

39
40

Net Income

1

2,320 (2,053) 5,107



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rebuttal Schedule C-2
Page 2
Witness: Bourassa

Depreciation Expense

Acct.

Adjusted
Origina I

Cost

Non-Depr.
or Fully

Dear. Plant
(37,898)

(799)
(400,000)

Depr
Original

Cost
Proposed

Rates
Depreciation

Expense
37,898

799
400,000
550,401
124,916

7,141
480,710

550,401
124,916

7,141
480,710

18,328
6,246

143
9,614

M
351
352
353
354
355
360
361
362
363
364
365
366

122,760
3,845
2,457

122,760
3,845
2,457

2,455
385
246

26,226
153,187 (124,416)

26,226
28,771

873
3,596

126,541
1857,743

27,752
5,541

126,541
1,357,743

27,752
5,541

3,164
67,887
1,388

185

1,747
12,188

1,747
12,188

117
2,438

367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397

Description
Organization
Franchise
Land
Structures & Improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measuring Installations
Reuse Services
Reuse Meters And installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment 8¢ Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Power Operated Equipment
Communication Equip
Miscellaneous Equip.

5,348
5,947

5,348
5,947

0.00%
0.00%
0.00%
3.33%
5.00%
2.00%
2.00%
2.00%
2.00%

10.00%
10.00%
2.00%
8.33%
3.33%

12.50%
2.50%
2.50%
5.00%
5.00%
3.33%
5.57%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%

267
595

903
904
940

940.1

Land and Land Rights
Structures and Improvements
Office Furniture & Equipment
Computers and Software

1,308
14,322
1.987

18,182

1.308
14,322
1,987

18,182

0.00%
2.56%
6.67%

20.00%

367
133

3.636

TOTALS $ 3,488,948 $ (563,113) s 2,925,835 $ 122,061

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Less; Amortization of Contributions

41
1

AmorL Rate

2.0000%Contributions in Aid of Construction $

Gross

CIAC

1,013,352 $

Non-Depr or
Fully Amortized

CIAC
(400,000) $

Amortizable

CIAC

613,352 $ (12,267)

Totals $ 1,013,352 $ (400,000) $ 613,352 $ (12,267)

Total Depreciation Expense $ 109,794

42
43
44
45
46
47
48
49
50

Adjusted Test Year Depreciation Expense $ 135,073

Increase (decrease) in Depreciation Expense $ (25,280)

Adjustment to Revenues andlor Expenses $ (25,280)
51
52

53
54

55
56

SUPPORTING SCHEDULE
B-2, page 3 Amortlzatlon rate Is based upon collection moms and customer services depreciation rate



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rebuttal Schedule C-2
Page 3
Witness: Bourassa

Property Taxes

Test Year
as adjusted

$ 281,288
2

562,576
281,288
843,863

3
281,288

2
562,576

Company
Recommended
$ 281,288

2
562,576
479,537

1,042,113
3

347,371
2

694,742

$

3,492
559,084

18.0%
100,635

16.9547%
17,062 $

3,492
691,250

18.0%
124,425

16.9547%
21,096

DESCRIPTION
Company Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 * Line 2)
Company Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP (intentionally excluded)
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Tax on Parcels
Total Property Taxes (Line 16 + Line 17)
Test Year Property Taxes
Adjustment to Test Year Property Taxes (Line 18 - Line 19)

$
$
$

17,062
17,062

$
$
$

21 ,096
17,062

Property Tax on Company Recommended Revenue (Line 16 + Line 17)
Company Test Year Adjusted Property Tax Expense (Line 18)
Increase in Property Tax Due to Increase in Revenue Requirement 4,034

Line

M
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

21
22
23
24

25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase In Revenue (Line 26 / Line 27)

$
$

4,034
198,250

2.03456%



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Adjustment to Revenues and Expenses
Adjustment Number 3

Exhibit
Rebuttal Schedule C-2
Page 4
Witness: Bourassa

Rate Case Expense

Estimated Rate Case Expense $ 130,000

Amortization Period (years) 3

Annual Amortization $ 43,333

Test Year Rate Case Expense $ 43,333

Increase (decrease) in Rate Case Expense $

Line

1
2
3
4
5
6
7
8
g

10

11
12
13

14
15
16
17
18
19
20
21
22
23
24

Adjustment to Revenue and/or Expense $



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rebuttal Schedule C-2
Page 5
Witness: Bourassa

Corporate Cost Adjustment

Corporate Allocation Adjustment - Labor

Adjusted Allocated Labor Costs per Rebuttal
Adjusted Allocated Labor Costs per Direct

$ 36,037
19,776

Adjustment to Contractual Services Professional $ 16,260

Corporate Allocation Adjustment - Non-Labor

Adjusted Allocated Non-Labor Costs per Rebuttal
Adjusted Allocated Non-Labor Costs per Direct

$ 29,351
26,231

Adjustment to Contractual Services Professional $ 3,120

Adjustment to Revenue and/or Expense $ 19,381

Line

1
2
3
4
5
6
7

8
9

10
11
12
13
14

15
16
17
18
19
20
21
22
23
24
25
26
27
28

Reference
Testimony
W ork Papers
Response to CSB 1.34



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rebuttal Schedule C-2
Page 6
Witness: Bourassa

Corporate Cost Adjustment - Labor

Line

M

$

$

1
2
3
4
5
6
7
8
g

Contractual Services - Professional
Test Year Allocated Labor Costs
Factor (1)
Increase in Labor Costs
Wage Increase per Direct
Change in proposed W age Increase $

36,037
6.09%
2,195
1,135
1,059

Adjustment to Contractual Services - Professional $ 1,059

$
6.09%

$

Contractual Services - Other
Test Year Allocated Labor Costs
Factor (1 )
Increase in Labor Costs
Wage Increase per Direct
Change in proposed W age Increase $

Adjustment to Contractual Services - Other $

10
11
12
13
14
15
16
17
18

19
20
21
22
23
24
25

Adjustment to Revenue and/or Expense $ 1 ,059

Reference
Testimony
W ork papers



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Rebuttal Schedule C-2
Page 7
Witness: Bourassa

Intentionally Left Blank

Line

M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

I l mu 1111\11111111



Liberty Utilities (Entrada Del Oro Sewer)Corp.
Test Year Ended October 31, 2015

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Rebuttal Schedule C-2
Page 8
Witness: Bourassa

Interest Svnchronization

$ 1,933,825
1.05%

$

Fair Value Rate Base
Weighted Cost of Debt
Interest Expense 20,286

Adjusted Test Year Interest Expense $ 22,606

Increase (decrease) in Interest Expense (2,320)

Adjustment to Revenue and/or Expense $ 2,320

Weighted Cost of Debt Computation
Pro forma CaDital Structure

Line
No.

1
2
3
4
5
6
7
8
9

10
11
12
13
14

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Debt

Equity

Total

Percent

30.00%

70.00%

100.00%

Cost

3.50%

11 . 10%

Weighted
Cost

1.05%
7.77%
8.82%

1-11111111111 I l



Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Rebuttal Schedule C-2
Page 9
Witness: Bourassa

Test Year Ended October 31, 2015
Adjustment to Revenues and/or Expenses

Adjustment Number 8
Line
No
1
2
3
4
5
6

Income Taxes

Compauted Income Tax
Test Year Income tax Expense
Adjustment to Income Tax Expense

Test Year
at Present Rates

$ (10,241)

(10,241)$

Test Year
at Proposed Rates

$ 42,483
(10,241 )
52,724$

7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

SUPPORTING SCHEDULE
C-3, page 2



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Computation of Gross Revenue Conversion Factor

Exhibit
Rebuttal Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Effective Income Tax Rate

Percentage
of

Incremental
Gross

Revenues
22.247%

State Effective Income Tax Rate 4.900%

Property Taxes 1.482%

Total Tax Percentage 28.629%

Operating Income % = 100% - Tax Percentage 71.371%

Gross Revenue Conversion Factor1

Operating Income % 1.4011

Line

M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

SUPPORTING SCHEDULES:
C-3, page 2

RECAP SCHEDULES:
A~1



Com :any Recommended

Total
Sewer

479,537
318,185
20,286

$
s
$

479537
318,185
20286

$
s
$

$ 141,068
4.9000 /

$ 141 068
4.9000°/

$
s

6.912
134,156

7,500
6250
8500

13321

$
$
$
$
$

35 571$

6,912
134 156

$
$

7,500
6,250
8,500

13,321

$
$
$
$
s

35 571$
42 483$ $ 42,483

Te s t Ye a  r

Total
Sewer

$
$
$

281 288
314 151
20,286

281 288
314,151
20286

$
$
$

$ (53, 149)
4.9000 /

s (so, 149)
4.9000°/

$
$

(2,604)
(50,545)

(7,500)
(13G)

$
$
$
$
$

$ (7 636

$
$

(2,604)
(50,545)

(7,500)
(136)

$
$
$
$
$

$ (7 636

10241$ $ 10,241

$
Sewer

1 ,933,825
1.0490 /

$ 20,286

Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Exhibit
Rebuttal Schedule C-3

Page 2
Witness: Bourassa

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D) [E] [F]Line
M Descriotiora

1
2
3
4
5
6

Calculationof Gross Revenue Conversion Factor
Revenue
Uncollectible Factor (Line 11)
Revenues (LI - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE - L4)
Revenue Conversion Factor (L1 I Ls)

1000000%
0.0000%

100.0000%
28.6290%
71 .3710%
1 .401128

100.0000%
27.1467%
728533%
0.0000%

7
8
9
10
11

Calculation of UncollectibleFactor:
Unity
Combined Federal and State Tax Rate (L17)
One Minus Combined Income Tax Rate (L7 » LB )
Uncollectible Rate
Uncollectible Factor (LE * L10 ) D.0000%

100.0000%
4.9000%

95. 1000%
23.3930%
222467%

12
13
14
15
16
17

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 .. L13)
Applicable Federal Income Tax Rate (L55, Col E)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 27.1467%

1000000%
271467%
72.8533%
2.0346%

1.4822%

18
19
20
21
22
23

Calculation of Effective Pronertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor
Effective Properly Tax Factor (L20'L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 28.6290%

$
$

118,870
(22,623)

24
25
26

Required Operating Income
AdjustedTest Year Operating Income (Loss)
Required Increase in Operating Income (L24 L25) $ 141,493

s
$

42,488
(10,241)

27
28
29

Income Taxes on Recommended Revenue (Col. (E), L52)

Income Taxes on Test Year Revenue (COL (B), L54)
Required Increase in Revenue to Provide for Income Taxes (L27 L28) $ 52,724

$ 479,537
0.0000%

$
$

30
31
32
33
34

Recommended Revenue Requirement
Uncollectible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L24 * l_25)
Adjusted Test Year Uncollectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp. $

s
$

21,096
17,062

35
36
37

Property Tax with Recommended Revenue
Property Tax on Test Year Revenue
Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 4,034

38 Total Required Increase in Revenue (L26 + L29 + L37) $ 198,250

(A) (Bl (C) r m [E] rF

Calculation of Income Tax:
Revenue

Operating Expenses Excluding Income Taxes
Synchronized Interest (L47)
Arizona Taxable Income (L39 - L40 - L41)
Arizona State Effective Income Tax Rate (see work papers)
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L42- L44)

3 9
4 0
41

4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
5 0
51
52
5 3
5 4

Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25%
Federal Tax on Third Income Bracket <$75,001 - $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
Federal Tax on Fifth Income Bracket ($335,001 ~$10,000,000) @ 34%

Total Federal Income Tax
Combined Federal and State Income Tax (L35 + L42)

23.3930%
23.3930%

55
56
57

COMBINED Applicable Federal Income Tax Rate [Col [D], L53 - Col. [A], L53 I [Col. [D], L45 - Col. [A], L45]
WASTEWATER Applicable Federal Income Tax Rate [Col. [E], L53 - Col. [B], L53] / [Col [E], L45 - Col. [B], L45]
WATER Applicable Federal Income Tax Rate [Col. [F], L53 - Col. [C], L53] / [Col. [F], L45 - Col. [C], L45] 0.0000%

58
59
60

Calculation of Interest Svnchronization:
Rate Base
Weighted Average Cost of Debt
Synchronized Interest (L45 X L46)



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Revenue Summary

With Annualized Revenues to Year End Number of Customers
And Estimated Customer Growth
Test Year Ended October 31, 2015

Exhibit
Rebuttal Schedule H-1
Witness: Bourassa

Line

M Customer Classiflcation
Residential

Present Proposed Dollar
Revenues Revenues Change

$ 281 I 190 $ 480,554 $ 199,364

Percent
Chanqe

70.90%

Percent
of

Present
Sewer

Revenues
100. 53%

Percent
of

Proposed
Sewer

Revenues
100. 53%

Subtotal Revenues $ 281,190 $ 480,554 $ 199,834 70.90% 100.53% 100.53%

Residential customer revenue
annualized to end of year, based on
year end number of customers

Residential (1,470) (2,512) (1,042) 70.90% -0.53% -0.53%

Subtotal Anrnualization $ (1,470) $ (2,512) $ (1 ,042> 70.90% -0.53% -0.53%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

21
22
23
24
25

Subtotal Revenues (including annualization)
Misc Revenues
Reconciliation amount to C-1
Totals $

279,720
1,575

(7)
281,288 $

478,041
1,575

(79)
479,537 33

198,321
0

(72)
198,249

70.90%
0.00%

'I028.57%
70.48%

100.00%
0.00%
0.00%

100.00%

100.00%
0.00%
0.00%

100.00%
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IN THE MATTER OF THE APPLICATION
OF LIBERTY UTILITIES (ENTRADA DEL
ORO SEWER) CORP., AN ARIZONA
CORPORATION, FOR AUTHORITY TO
ISSUE EVIDENCE OF INDEBTEDNESS IN
AN AMOUNT NOT TO EXCEED
$1,750,000.

SHAPIRO LAW FIRM, P.C.
Jay L. Shapiro (No. 014650)
1819 E. Morten Avenue, Suite 280
Phoenix, Arizona 85020
Telephone (602) 559-9575
jay@shaps1awaz.corn

LIBERTY UTILITIES
Todd C. Wiley (No. 015358)
12725 W. Indian School Road, Suite D-101
Avondale, Arizona 85392
Todd.Wi1ey@1ibertyuti1ities.com
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1.

Q -

.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My na me  is  Ra me s h Na ra s irnha n. My bus ine s s  a ddre s s  is  202  E. Ea rl] Drive ,

S uite  110, P hoe nix, Arizona  85012.

Q- WHAT IS  YO UR  P R O F E S S IO N AND E DUC ATIO NAL B AC KG R UUND ?

I'm the  founde r a nd pre s ide nt of Na ra s imha n Cons ulting  S e rvice s  Inc. db  NCS

Engine e rs , a  wa te r a nd wa s te wa te r e ngine e ring  cons ulting  firm providing  civil,

wa te r, wa s te wa te r, e nvironme nta l, s to rmwa te r, g ra n t a dmin is tra tion , fina ncia l

a ss is tance  and re sea rch-re la ted se rvices  to public agencies  and priva te  sector clients

throughout the  Unite d S ta te s  a nd Ca na da . I ha ve  a  B.S . in Civil Engine e ring from

Arizona  S ta te  Unive rs ity, a  M.S . in Environme nta l Engine e ring from Arizona  S ta te

Unive rs ity, a nd a  MBA from the  Unive rs ity of P hoe nix.

Q- PLEASE DESCRIBE YOUR WORK EXPERIENCE.

I have 27 years of experience in all aspects of wastewater treatment facility design

and operations. l'rn a  na tiona l e xpe rt in wa te r a nd wa s te wa te r a nd re s idua ls

handling and have  se rved as  des ign engineer or project manager on more  than

40 such s tudy and design projects  through the  United Sta tes . My resume, which

contains a detailed list of representative projects, is attached as Exhibit RN-RB1 .

Q. DO YOU HOLD ANY CERTIFICATIONS?

Ye s . I'm a  lice ns e d  P rofe s s iona l Civil Eng ine e r in  Arizona , Ne w Me xico , a nd

Ca lifornia . Additiona lly, I be long to s e ve ra l profe s s iona l orga niza tions  s uch a s  the

Ame ric a n  W a te r W o rks  As s o c ia tio n ,  Ame ric a n  S o c ie ty o f C ivil E n g in e e rs ,

Arizo n a  Wa te r a n d  P o llu tio n  Co n tro l As s o c ia tio n ,  a n d  Ame rica n  Me mb ra n e

Te chnology.

1

2

3

4

5

6

7

8

9

10

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- O N WHO S E  B E HALF  AR E  YO U TE S TIF YING  IN THIS  P R O C E E DING ?

I'm providing this  te s timony on be ha lf of the  a pplica nt, Libe rty Utilitie s  (Entra da
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Del Oro Sewer) Corp. ("Liberty EDO" or "Company").

Q- DID YOU PROVIDE DIRECT TESTIMONY ON BEHALF OF LIBERTY

EDO IN THIS CASE?

No, I did not.

11.

Q .

PURPOSE OF TESTIMONY AND SUMMARY.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS

PROCEEDING?

To respond to certa in aspects  of the  engineering analysis  and recommendations

ma de  by Mr. J ia n Liu, the  Arizona  Corpora tion Commis s ion Utilitie s ' Divis ion

Staff Engineer ("Staff") engineer assigned to this case.

Q- ARE YOU FAMILIAR WITH THE LIBERTY EDO WASTEWATER

TREATMENT PLANT?

Ye s . Mr. S te ve  We dwick is  e mploye d by NCS  a s  a  S e nior P roje c t Ma na ge r.

Mr. We dwick wa s  clos e ly involve d in the  origina l de s ign a nd cons truction of the

Libe rty EDO Wa s te wa te r Tre a tme nt P la nt ("WWTP "). I ove rs a w Mr. We dwick's

re ce nt e ngine e ring work to ide ntify a nd a s s ign a  va lue  to the  compone nts  tha t a re

not ne e de d to s upport ca pa city of 150,000 god. Furthe r, Libe rty EDO re ta ine d

NCS  to conduct a  ca pa city a nd cos t diffe re ntia l a na lys is  ("NCS  Ana lys is ") of the

Libe rty EDO WWTP . NCS  a ls o pre pa re d a  Re cons truction Cos t Ne w or "RCN"

s tudy for the  Libe rty EDO WWTP. The  RCN s tudy is  dis cus s e d furthe r be low.

Q- YOU HAVE REVIEWED MR. LIU'S TESTIMONY AND ENGINEERING

REPORT IN THIS DOCKET?
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Ye s . I a ls o me t with Mr. Liu a nd re pre s e nta tive s  from Libe rty EDO to dis cus s

Sta ffs  recommendations  and I have  read his  res pons es  to da ta  reques ts . The  focus

of my re butta l te s timony is  to s umma rize  NCS ' involve me nt in this  ca s e  a nd to

dis cus s  the  re ma ining a re a s  of dis a gre e me nt with S ta ff" s  e ngine e ring opinions .
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The  prima ry area of dis a gre e me nt is  S ta ffs  va lua tion of its  dis a llowa nce  for e xce s s

ca pa city of the  WWTP . My te s timony he re  a ddre s se s  S ta ff' s  cos t a nd e ngine e ring

opinions  re la ting to the  RCN de te rmina tion a nd origina l cos t compone nts .

Q. WOULD YOU BRIEFLY SUMMARIZE THE FINDINGS FROM

CAPACITY AND COST ANALYSIS?

NCS'

As  built, the  Libe rty EDO WWTP  is  cons tructe d to tre a t 150,000 ga llons  pe r da y.

Th e  NCS  An a lys is  id e n tifie d  a n d  va lu e d  ce rta in  co mp o n e n ts  o f th e  e xis tin g

WWTP  tha t a re  not ne ce ssa ry to support a  tre a tme nt ca pa city of 150,000 god. This

NCS  Ana lys is  conclude d tha t thos e  compone nts  a re  va lue d a t $299,000.1 In its

a pplica tion, Libe rty EDO re cords  this  a djus tme nt a nd e ffe ctive ly re duce s  its  a s s e ts

va lu e  to  e ffe c tive ly re fle c t th e  va lu e  o f a  1 5 0 ,0 0 0  g o d  p la n t e xc lu d in g  a n y

components  beyond those  components  necessa ry for 150,000 god.

NCS  e va lu a te d  th e  c u rre n t a n d  a n tic ip a te d  flo ws  o f th e  Lib e rty E DO

WWTP , a s  we ll a s  e va lua te d a dditiona l cos ts  incurre d ba s e d on ma ximum flows

fo r th e  n e xt five  ye a rs  (e s tima te d  a t a p p ro xima te ly 9 0 ,0 0 0  g o d ). Ce rta in

compone nts  we re  de s igne d a nd cons tructe d in  a ccorda nce  with typica l indus try

pra ctice  to  re duce  long  te rn  cos ts  a nd  a llow us a b ility fo r the  long  te rn  without

future  e xpa ns ions  of those  fa cilitie s . It is  indus try pra ctice  a nd good e ngine e ring to

cons truct concre te  ta nks , la rge r p ipe s  a nd  e le ctrica l s ys te ms  to  a ccommoda te

incre a se d flows  a nd usa ge  ove r time  be ca use , othe rwise , it would be  ve ry cos tly to

ups ide  the se  compone nts  a t a  future  da te . Compone nts  of the  Libe rty EDO WWTP

tha t fa ll in  this  ca te gory include  the  influe nt pump s ta tion, flow s plitte r box, flow

e qua liza tion ba s in, odor control, te rtia ry filte r, UV dis infe ction, a nd e fflue nt pump

s ta tion which we re  s ize d to ha ndle  highe r flows . Als o, two concre te  ba s ins  we re
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cons tructe d for the  biologica l tre a tme nt s ys te m (a e robic s ludge  dige s tion, blowe rs ,

biologica l tre a tme nt, a nd cla rifie r), e a ch ca pa ble  of ha ndling 150,000 god. One

ba s in  is  us e d  curre ntly a nd the  s e cond wa s  not e quippe d with  a ny me cha nica l

e quipme nt s o it ca n be  ope ra te d. NCS  compute d  the  to ta l cos t d iffe re n tia l a s

$525,900 be twe e n a  90,000 gpdz (nomina l) fa cility a nd the  cons tructe d fa cility,

ne t of the  re mova l for compone nts  tha t would provide  future  e xpa ns ion, ba s e d on

e ngine e ring informa tion.

Q. DID S TAFF ACCEP T THE CONCLUS ION OF THE NCS  ANALYS IS ?

I IA. don 't know. In  my re vie w of Mr. Liu 's  re port a nd  te s timony, did not s e e  a ny

dis a gre e me nt with the  $299,000 va lua tion to a djus t for the  compone nts  in pla ce  to

e na ble  furthe r e xpa ns ion to 300,000 mud.

Q- PLEASE DESCRIBE THE AREAS OF DISAGREEMENT WITH STAFF'S

RECOMMENDATION REGARDING EXCESS CAPACITY.

As  e xp la in e d  in  th e  te s timo n y o f Ma tth e w G a rlic s ,  Lib e rty E DO  a g re e s  with

S ta ffs  conclus ion tha t ca pa city of 84,000 god is  a  re a sona ble  ca pa city ne ce ssa ry to

s e rve  the  cus tome rs  of Libe rty EDO. Howe ve r, Libe rty EDO dis a gre e s  with  the

me thod use d by S ta ff to mone tize  the  re duction from 150,000 god to 84,000 god.

Q- WOULD YOU PLEASE SUMMARIZE YOUR AREAS OF

DISAGREEMENT WITH STAFF ON THOSE POINTS, MR.

NARASIMHAN?

In ca lcula ting the  va lue  of the  capacity reduction, Staff applies  a  s imple  s tra ight-

line  factor to certa in asse ts  va lues . This  does  not result in an accura te  valuation,

as discussed more fully below. This also contradicts prudent engineering and cost

estimating practices for the reasons noted above because some plant components
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2 There  are  no further appreciable  cost differences  between a  90,000 god facility and a
facility at Staffs  recommended capacity of 84,000 god.
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we re  prope rly s ize d a nd built irre s pe c tive  of ca pa c ity a t 84,000 god or 150,000

god.

111.

Q .

STAFF'S EXCESS CAPACITY ADJUSTMENT.

DO YOU AGREE WITH STAFF'S EXCESS CAPACITY ADJUSTMENT?

No. While I accept Staffs  conclus ion that  Liberty EDO is  currently us ing

56 percent of its available treatment capacity,3 the valuation of the reductions

simply does not lend itself to straight-line computations because of the inverse

relationship that exists between the cost of treatment capacity per gallon and the

size of the WWTP.4 Calculating the disallowance in the manner recommended by

Staff is incorrect because adjustments for excess capacity need to consider that the

capacity cost per gallon of treatment capacity is generally higher for smaller plants

than for larger plants, meaning that a plant that is 44 percent smaller would not cost

44 percent less. Based on my substantial experience with construction, design and

cost review of wastewater treatment plants, it is my opinion that it is inappropriate

to reduce the size and associated costs of all of the components of smaller plants in

direct proportion to the capacity reduction.

Q- HOW DOES THE APPROACH NCS TOOK IN ITS ANALYSIS DIFFER

FROM THE APPROACH STAFF TOOK IN THIS CASE?

NCS evaluated the WWTP on a component-by-component bas is  to identify

components that could have been smaller and the components that could not have

been smaller. By contrast, Staff did conduct a component-by-component analysis,

and simply applied a straight-line 44 percent reduction to components. I can't

agree with that approach.
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3 Direct Testimony of Jean W. Liu ("Liu Dt."), Engineering Report (Exhibit JWL) at 8.

4 Staff recommends a disallowance of $1,072,851 to the Original Cost Rate Base by
removing 44 percent of the value of account 354 Structures and Improvements and
account 380 Treatment and Disposal Equipment.
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Q. PLEASE DESCRIBE NCS' VALUATION OF THE REDUCTION AS

COMPARED WITH STAFF'S VALUATION.

As reflected above, NCS determined that the reduction to the plant value is

$525,900, which compares with the fBl,072,8515 calculated by Staff using a

straight-line computation.

Q- THEN WHY DOES LIBERTY EDO ACCEPT STAFF'S 44 PERCENT

ADJUSTMENT IN THIS CASE?

As Mr. Garlics explains in his rebuttal, rather than fight over how to determine the

cost and/or amount of capacity not being used, the Company will accept Staffs

calculation that 44 percent of the capacity is not being used currently.6 However,

Liberty EDO does not completely agree with the manner in which Staff has

calculated the monetary impact of its 44 percent adjustment. The engineering

approach I utilized in computing the cost impact of the flow reduction considers

the actual cost differential between the facilities required for both capacities, not

just utilizing a linear unit cost approach (i.e., linear 44 percent cost reduction).

Unit costs vary significantly at these smaller plant flow rates and using a linear

approach to compute the impact of such a capacity reduction will not result in an

adequate evaluation.

Q- WHY NOT?

A WWTP consists of many components. The most common wastewater treatment

plants consist of primary, secondary and tertiary treatment components. The

Liberty EDO WWTP primary treatment components consist of an influent pump

station, headwords, and flow splitter box. Secondary treatment components consist

of a biological treatment system and tertiary treatment consisting of filters, odor

l
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5 See Direct Testimony of Briton A. Baxter at 4:23-26.
6 Rebuttal Testimony of Matthew Garlics at 1:19 - 2: 13.
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control, UV dis infe c tion, a n e fflue nt pump s ta tion a nd othe r mis ce lla ne ous

components  that are  common for any trea tment plant, as  are  a  backup generator,

controls  building and labora tory. Of the  a forementioned, the  following were  s ized

e fficie ntly a nd could not ha ve  be e n s ma lle r: controls  building (e xce pt for the

blower area), labora tory, and flow splitte r box. However, the  influent pump s ta tion

could have been smaller with smaller pumps and less  concrete, and we es timate the

reduction would be  $10,300. For a  smalle r headwords , the  cos t diffe rentia l of the

exis ting headwords  and a  s ma lle r unit would be  $19,000. A s ma lle r biologica l

trea tment s ys tem could have  been us ed with s malle r footprint and s malle r pipes

with the  cos t diffe re ntia l of $350,500.

dis infection unit, and a  smaller effluent pump s ta tion could be used to treat 84,000

god, a nd the  tota l cos t diffe re ntia l would be  $102,600. The  current backup

gene ra tor is  a  300 KVA gene ra tor. If we  we re  to build a n 84,000 god pla nt it

would re quire  only a  200 KVA ge ne ra tor a nd the  cos t diffe re nce  would be

$12,000. Other miscellaneous  cos ts  during cons truction could have been reduced

in te rns  of grading, dra inage  and s ite  work and we  es tima te  the  cos t diffe rentia l

would be $20,300.

A s ma lle r filte r, odor control unit,

Q- WHY COULDN'T THE BUILDING (EXCEPT FOR THE BLOWER AREA)

AND CONTROL P ANEL AND ELECTRICAL COMP ONENTS  HAVE

BEEN SMALLER?
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The  building a nd control pa ne l a t the  Libe rty EDO WWTP  cons is ts  of a  s ma ll

office  a re a , blowe r building, a  s ma ll la bora tory a nd a n e le ctrica l room. None  of

these  items  could have been built smaller except for the  blower room, which could

ha ve  be e n s ma lle r by 132 s qua re  fe e t, which e qua te s  to a  cos t diffe re ntia l of

$11,200.
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Q- BUT MR. NARASIMHAN, ISN'T STAFF'S POINT THAT LIBERTY EDO

DIDN'T NEED 150,000 GPD OF TREATMENT CAPACITY IN THE FIRST

PLACE?

Ye s , tha t doe s  a ppe a r to be  S ta ffs  pos ition, but I don't a gre e . Whe n the  de cis ion

to  b u ild  th is  p la n t wa s  ma d e ,  th e  Co mp a n y a n d  its  e n g in e e r u s e d  a va ila b le

informa tion to build, de s ign a nd s ize  the  pla nt. The  s izing of the  pla nt wa s  done

prope rly in  a ccorda nce  with good e ngine e ring pra ctice s  a nd ba s e d on a va ila ble

infonna tion a bout proje cte d  flows . Eve n  s o ,  Lib e rty EDO is  willin g  to  a cce p t

S ta ffs  ca pa city re duction to 84,000 god, notwiths ta nding the  re a sona ble ne ss  of the

pla nt s ize  a t tha t time  the  p la nt wa s  built. But I ca mion a gre e  with  S ta ffs  line a r

a pproa ch to re ducing the  pla nt a ccount numbe rs  for the  re a sons  s ta te d a bove , a nd I

don 't a gre e  with  S ta ff' s  RCN re ductions . All in  a ll, I be lie ve  our NCS  Ana lys is

corre ctly re fle cts  the  origina l cos t pla nt va lue s .

Iv.

Q-

STAFF'S  ANALYSIS  OF RCN RATE BASE.

DID NCS  AS S IS T LIBERTY EDO IN THE P REP ARATION OF THE RCN

RATE BASE IN THIS  CASE?

NCS prepared an RCN study for Liberty EDO.

Q. WHAT EXACTLY IS AN RCN STUDY, MR. NARASIMHAN?

An RCN study provides the  cost to replace  an asset in today's  dollars . In order to

de te rmine  the  his torica l va lue , the  va lue  in toda y's  dolla rs  is  the n s e a sona lly

adjusted, or discounted, to the year the assets was created or purchased. Here, the

Liberty EDO WWTP was constructed in 2006.

Q- DID STAFF REVIEW THE RCN STUDY?

Ye s , Mr. Liu dis cus s e s  it in his  e ngine e ring re poI"t.7 S pe cific to my te s timony he re ,
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the  re port s a ys  "S ta ff re vie we d the  NCS  Re port a nd note d tha t the  cos ts  for s e ve ra l

p la n t ite m s  a re  in c re a s e d  fro m  2 2 5  p e rc e n t to  1 ,1 3 1  p e rc e n t.  S ta ff a s ke d  th e

Compa ny a bout the  re a s ona ble ne s s  o f the s e  cos t tre nds  [s ic ] the  Compa ny d idn 't

o ffe r a n y a d d it io n a l e xpla na tion. S ta ff h a s b e e n  u n a b le to v e r ify  t h e

re a s ona ble ne s s  of the s e  numbe rs ."8 I c a n  a n d  in  th is  te s t im o n y re a ffirm  th e

re a s ona ble ne s s  of a ll of the  pla nt cos ts  a nd cos t tre nds  us e d in the  RCN a na lys is .

Q. O K A Y,  P LE A S E  E XP LA IN .

The  pe rforma nce  on  a n  RCN s tudy is  in te ns ive  a nd  is  ba s e d  upon de ta ile d

knowle dge  of the  wa s te wa te r s ys te m a nd curre nt cons truction cos ts . The  de ta il

support for the  RCN wa s  provide d to S ta ff on a  compone nt-by-compone nt ba s is .

The se  va lue s  s e t forth in the  RCN s tudy a re  a n a ccura te  re fle ction of the  curre nt

a mounts  ne e de d to re pla ce  the  s ys te m a t Libe rty EDO ba s e d on my e xte ns ive

e ngine e ring a nd cons truction e xpe rie nce . By con tra s t,  in  its  a na lys is  o f the

reasonableness  of the  RCN va lues , S ta ff s imply compared the  origina l cos t with the

RCN va lue  a nd ide ntifie d  ce rta in  ins ta nce s  whe re  the  re la tions hip  a ppe a re d

e xce s s ive . From this , S ta ff conclude d tha t the  RCN va lue  is  too high. I d o n 't

agree  with this  ove rly s implis tic approach and be lieve  it is  inaccura te  re la ting to the

Libe rty EDO WWTP .

Q. WHAT IMPACT DO STAFF'S CHANGES HAVE ON THE RCN PLANT

VALUES?

Staff reduces  the  RCN values  by approximate ly $1.3M from the  RCN va1ue .9

Q. DID STAFF PERFORM ITS OWN RCN STUDY BASED ON CURRENT

CONSTRUCTION COSTS?

Not as  far as  I know. In response  to a  data  request sent by the  Company to Staff,
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8 Id.

9  S che dule  BAB-4b, Adj 3  which is  ba s e d on Atta chme nt B to  the  Engine e ring Re port.
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Staff indicates that it did not perform its own replacement cost analysis. 10

Q. DO YOU HAVE ANY OTHER COMMENTS ON STAFF'S  CONCLUSION

THAT THE RCN AMOUNTS ARE TOO HIGH?

Yes. Based on the valuation of the assets and how the amounts were allocated to

the various accounts, I don't  believe the total RCN value, as allocated to the

various plant accounts, exactly lines up with how the Company recorded costs to

its plant accounts, and this is contributing to Staffs concerns over some of the

resulting factors. As indicated in the Company's application, however, the total of

Gross Utility Plant in Service (as adjusted for capacity) was $4,010,610 and

$6,522,612 for  Original Cost  Rate Base ("()CRB") basis and RCN basis,

respectively. Dividing the RCN basis by the OCRB amounts yields a factor of

approximately 1.626, demonstrating the overall relationship between the two

amounts. In other words, the total RCN cost is appropriate and falls within

reasonable RCN factors,  which means the to tal RCN cost  is reasonable,

irrespective of variations in RCN factors for particular NARUC accounts. I also

would note that Staff did not determine whether the RCN factors for other NARUC

accounts were too low, as included in the total. As a result, Staff' s analysis is

piecemeal and incomplete, which skews the results.

Q. DOES STAFF HAVE AN OPINION REGARDING THE APPROPRIATE

INFLATION RATE AND RELATED MULTIPLIER TO DEFINE THE

REASONABLENESS OF THE RELATIONSHIP BETWEEN OCRB AND

RCN?
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Yes. Staff proposes RCN factors ranging from 1.591 to 1.6()4.11

10 See Staff Response  to Company Data  Request 3. 1(e).

11 Liu Dr., Engine e ring Re port a t 9.
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Q- APPLIED TO THE TOTAL UTILITY PLANT IN SERVICE, DOES THE

DIFFERENCE IN THE RCN FACTORS DESCRIBED ABOVE SUPPORT

STAFF'S RECOMMENDED ADJUSTED TO THE RCN VALUE?

No. As discussed above, Staffs calculation of an RCN factor would not support its

downward adjustment  on a to tal plant  basis. The application of Staff" s

approximate RCN factors to the OCRB plant would result in an RCN value of

$6,416,976, which is a reduction of $105,636 from the Company's proposed RCN

of $6,522,612. This indicates that ,  taken as a whole, Staffs recommended

reduction of approximately $1.3M to the Company's RCN value is overstated.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
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Ramesh Narasimhan, P.E. - Relevant Experience

Engineers

Mr. Narasimhan, president of NCS Engineers (NCS), has 27 years of experience
in all aspects of Surface WTP Facility Design and Operations. He is a national
expert in surface water treatment and residuals handling and has served as a
design engineer or project manager on more than 40 such study and design
projects throughout the United States. The following is representative of Mr.
Narasimhan's experience:

I

z
Technical Advisor; City of Baltimore Water Treatment Program - Mr.
Narasimhan serves as project principal and technical advisor for several water
quality and treatment projects for the City of Baltimore. This includes review
of design memoranda and testing plans for several projects relating to uv,
disinfection and storage.

I

I
I

Ramesh Narasimhan, RE.

I

I

Project Principal, Washington Aqueduct Water Treatment Projects -
Mr. Narasimhan serves as project principal and technical advisor for several
treatment projects for the McMillan and Dalecarlia WTPs, with a combined
capacity of over 300 MGD, that serve Washington, DC and surrounding areas.
This includes review ofdesign memoranda and testing plans for several projects
relating to pump stations, sampling and analysis, disinfection and storage.Professional Sxperience

Years of Experience: 27
Years with NCS: 18

I

I

i

i

I

Education .

L

.

5

F

B.S. Civil Engineering
Arizona State University
Tempe, AZ

iI

M.S. Environmental Engineering
Arizona State University
Tempe, AZ

MBA - University of Phoenix
f

Mult ip le Treatment Projects for Turbidity and TOC Removal, Phoenix, AZ
and Glendale, AZ WTPs-For the past several years, Mr.Narasimhan has assisted
these water systems with enhanced coagulation (EC) activities for live surface
WTPs (Verde, Val Wsta, Deer Valley, Cholla and Squaw Peak) as part of several
projects. These included the first documented bench and full scale EC studies
to optimize both arsenic and TOC removal in surface WTPs. The secondary
effects of enhanced coagulation were also evaluated (corrosion, impacts
on filter operations, impacts on disinfection, aluminum residual, residuals
dewaterability, disposal constraints, and recycle streams). Mr. Narasimhan also
assisted with implementation activities including design, operating strategies
for varying raw water quality conditions, and reporting and communications
protocols.

Licenses &Certifications
Licensed Professional Civil
Engineer, Arizona, New Mexico,
California

Union Hills WTP Improvements Design, Phoenix, AZ - Mr. Narasimhan
participated on the technical advisory team for the upgrades to this 160 MGD
facility. He was responsible for assessment, study, redesign, and design of the
residuals handling system, including clarification, thickening and dewatering
equipment. The residuals handling system was upgraded specifically to handle
the impacts of additional solids from enhanced coagulation.

Certified Operator: Arizona Grade
2 - Water Distribution, Water
Treatment, and Wastewater
Collection

i
I
i

Professional Associations

Residuals Handling Assessment, Los Angeles Department of Water and
Power (LADWP) - Mr. Narasimhan was part of a large consultant team that
performed this comprehensive redesign study, held testing evaluation, and
30% design for additional pretreatment and residuals handling facilities. The
project consisted of evaluating and implementing the optimal method of
enhanced coagulation facilities for turbidity, arsenic and disinfection by-
product precursor removal at LADWP's 600 MGD Aqueduct Filtration Plant.

American Water Works
Association

1

American Society of Civil Engineers

Arizona Water and Pollution
Control Association

9
I

E

Comprehensive Planning and Water Facilities Design, Glendale, AZ - Mr.
Narasimhan assisted in this comprehensive project to develop acceptable
treatment process and design criteria for a new 10 MGD surface WTP expansion
for the City of Glendale, AZ. An assessment of treatment plant performance,
pilot testing needs, WTP performance modeling, and residuals handling
requirements was conducted.American Membrane Technology

Association I

l Tolleson WWTP Infrastructure Master Plan, Tolleson, AZ - Mr. Narasimhan
was the Project Principal for the Tolleson WWTP Infrastructure Master Plan that
analyzed the existing plant processes and will recommend immediate, short
term, and long term improvements.

i

\



Maricopa WWTP Expansion Assessment - Mr. Narasimhan was the Project Principal for the Maricopa WWTP Expansion
Assessment and design project that is analyzing existing conditions, characterize the wastewater, and recommending
improvements to expand the plant by 2 MGD and replace the existing SBR technology with IFAS BNR. Design will follow this
assessment.

Buckskin Sanitary District WWTP Design - Mr. Narasimhan was the Project Principal for design of improvements at the
Buckskin Sanitary District. These improvements include a new mechanical headwords screen, covers over the equalization
and sludge basins, odor control, and emergency generator.

Hospital Tank PER and Rehabilitation, City of Santa Fe, NM -
planning and design project.

Mr. Narasimhan served as Principal-In-Charge for this

TreatmentFacilityAssessmentandAssetManagement Plan, Buckman Direct Diversion,SantaFe, NM- Mr.Narasimhan
serves as project principal for thisground breaking project where a 20 year master plan will be prepared usingoptimization
algorithms.

Wastewater TreatmentPlant 3 Facility Evaluation and Masterplan - city of RioRancho, NM - Served as principal engineer
for this evaluation of equipment and process units at the existing WWTR He developed cost estimates for rehabilitation,
process optimization, and CIP development. He assisted with preparing the WWTP Facility master plan report.

Well 14 Booster Pump Station Design, City of Rio Rancho,NM - Mr. Narasimhan assisted with the completion of thedesign
of an estimated $1 .1 million booster pump station located at Northern Boulevard and21 st Street. Mr. Narasimhan was the plc,
overseeing the preparation of preliminary engineering reports, design calculations, hydraulic modeling to evaluate potential
surge issues, construction cost estimates, and obtaining plan approval from the New Mexico Environment Department.

North Forty Booster Pump Station, Clovis,NM - Mr. Narasimhan was the Principal-in-Charge for the New Mexico American
Water Company (NMAWC) in replacing an outdated facility with a new, modern pump station. Mr. Narasimhan oversaw site
plans for the proposed new facilities. The new pump station will consist of end suction centrifugal pumps in an above ground
prepackaged steel enclosure, mounted on a concrete foundation, a chlorine gas feed enclosure, and a portable generator.

Well 12 TDS Treatment Facilty City of Rio Rancho, NM - Mr.Narasimhan was Principal-in-Charge for this project for which
NCS is providing construction management services, including performing daily inspections and completing inspection
reports, reviewing payment applications, assisting with review and closeout of shop drawings and submittals, coordinating
field activities, and resolving potential construction conflicts, for the City of Rio Rancho.

Solids Handling Evaluation, Potomac Filtration Plant, Washington Suburban Sanitary Commission - Mr. Narasimhan
servedasthetechnicaladvisorforthis projectwherethe solids handlingimpactofalternate coagulantstrategieswere evaluated.
This is included evaluating the process elements and evaluating included assessment of thickening, backwash handing and
dewatering equipment for materials compatibility and performance. A list of recommended process considerations and
plant improvements was prepared.The impacts on permitting and solids disposal were also identified.

Regulatory Compliance Excellence Program (RCEP) For Water Remote Facilities, City of Phoenix,AZ - Mr.Narasimhan
was the project manager and principal for this program that was developed to evaluate the City's chemical facilities and
identify improvements necessary to comply with chemical handling, fire code, and hazardous materials and waste regulations;
improve operator safety and access to controls when chemical spills are present; mitigate corrosion of piping and equipment;
and upgrade electrical and instrumentation systems to meet codes, prevent corrosion, and improve accessibility. Mr.
Narasimhan is currently assisting the City with the design phase of this project.

Mr. Narasimhan Page 2



SHAPIRO LAW FIRM, P.C.
Jay L. Shapiro (No. 014650)
1819 E. Morten Avenue, Suite 280
Phoenix, Arizona 85020
Telephone (602) 559-9575
jay@shaps1awaz.com

LIBERTY UTILITIES
Todd C. Wiley (No. 015358)
12725 W. Indian School Road, Suite D- l01
Avondale, Arizona 85392
Todd.Wiley@libertyutilities.com

Attorneys for Liberty Utilities G8ntrada Del Oro Sewer) Corp.

BEFORE THE ARIZONA CGRP ORATION COMMIS S ION
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IN THE MATTER OF THE APPLICATION
OF LIBERTY UTILITIES (ENTRADA DEL
oR SEWER) CORP., AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN ITS
WASTEWATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
THEREON.

DOCKET NO: SW-04316A-16-0078

17 DOCKET NO: SW-04316A- l6-0085
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IN THE MATTER OF THE APPLICATION
OF LIBERTY UTILITIES (ENTRADA DEL
ORO SEWER) CORP., AN ARIZONA
CORPORATION, FOR AUTHORITY TO
ISSUE EVIDENCE OF INDEBTEDNESS IN
AN AMOUNT NOT TO EXCEED
$1 ,750,000 n
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I.

Q.

LNT.RODUCT1ON.

P LEAS E S TATE YOUR NAME AND BUS INES S  ADDRES S .

My name is  Thomas  J . Bourassa . My bus iness  address  is  139 W. Wood Drive ,

Phoenix, Arizona 85029.

Q. ON WHOSE BEHALF ARE Y()U TESTIFYING IN THIS PROCEEDING?

I am providing te s timony on beha lf of Libe rty Utilitie s  (Es trada  De l Oro Sewer)

Corp. ("Libe rty EDO" or "Company").

Q. HAVE YOU ALS O P REP ARED REBUTTAL TES TIMGNY ON RATE BAS E

IS S UES  IN THIS  DOCKET?

Yes, my rebuttal testimony on rate base, income statement, revenue requirement and

ra te  des ign is  be ing tiled in a  separa te  volume concurrently with this  te s timony.

In this  volume, I present my cost of capital rebuttal testimony.

Q- WHAT IS  THE P URP O S E O F  THIS  P O RTIO N O F  YO UR REBUTTAL

TES TIMONY?

I will provide updates of my cost of capital analysis and recommended rate of return

using more recent financial data. I also will provide rebuttal in response to the direct

testimony of Staff cost of capita l witness, Crystal Brown.

11. S UMMARY OF REBUIT_AL_T_E$1IM0NY AND THE p Ro p o s 38p _g o s T
OF CAP ITAL FOR LIBERTY EDO.

A. Summary of Rebuttg_l Rgqgnmgndations.
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Q- WHAT IS  YOUR RECOMMENDED COS T OF CAP ITAL FOR LIBERTY

EDO?

I recommend a  re turn on equity or ROE of 11.1 percent, which is  180 basis  points

above the mid-point of the range of my DCF, Risk Premium, and CAPM analyses of

9 .3  pe rce n t fo r the  public ly tra de d  wa te r u tilitie s  ("wa te r p roxy group").

My recommended 11.1 percent is also at the mid-point of the range of estimates for
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Libe rty EDO, which ta ke s  in to  a ccount a  downwa rd fina ncia l ris k a djus tme nt of

10 ba s is  points  a nd which re cognize s  Libe rty EDO's  lowe r fina ncia l ris k compa re d

to  th e  wa te r p ro xy g ro u p ,  a n d  a n  u p wa rd  ris k a d ju s tme n t fo r Lib e rty EDO o f

190 ba s is  points  to  re cognize  the  a dditiona l inve s tme nt ris k of a n inve s tme nt in

Libe rty EDO compa re d  to  the  wa te r p roxy g roup .l I con tinue  to  us e  a  ca p ita l

s tructure  cons is ting of 30 pe rce nt de bt a nd 70 pe rce nt e quity. I a ls o re comme nd a

cost of debt of 3.50 percent. Based on these  recommenda tions , the  weighted average

cos t of ca pita l ("WACC") for Libe rty EDO is  8.82 pe rce nt

Q. HOW DOES YOUR REBUTTAL RECOMMENDATION FOR LIBERTY

EDO COMPARE TO THE DIRECT FILING?

In the  direct tiling, I recommended an ROE of 12.0 percent, a  cos t of debt of 3.5

percent, and a WACC of 9.45 percent.

Q. HAVE YOU UP DATED YOUR COS T OF CAP ITAL ANALYS IS ?

Yes, I have updated the inputs to my analysis  using more recent data . The overall

results of my updated analysis for the water proxy group are lower than those in my

direct testimony. There are several reasons for this, including lower prob et growth

ra te  for my Discounted Cash Flow mode l ("DCF"), and lower expected risk-free

interest rates used in my Risk Premium and Capital Asset Pricing Model ("CAPM").

The range  of my rebutta l DCF, Risk Premium, and CAPM analyses  for the  water

proxy group is from 9.1 percent to 9.5 percent with a mid-point of 9.3 percent.3 This

compares to my direct tiling where the range was from 9.7 percent to 10.3 percent

with midpoint estimate of 10.0 percent.4
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1 See Rebuttal Schedule D-4.1.
2 See Rebuttal Schedule D-l .
3 See Rebuttal Schedule D-4.l.
4 See Liberty EDO Direct Schedule D-4.l.
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Afte r cons ide ring  the  d iffe re nce s  in  bus ine s s  a nd fina ncia l ris k be twe e n

Libe rty EDO a nd the  publicly tra de d wa te r utilitie s , the  cos t of e quity for Libe rty

E DO  fa lls  in  th e  ra n g e  o f 1 0 .9  p e rc e n t to  1 1 .3  p e rc e n t with  a  m id -p o in t o f

ll.l pe rce nt. As  a  re s u lt, I re comme nd a n  ROE of no  le s s  tha n  11 .1  pe rce nt for

Libe rty EDO.

Q- WHAT CHANGES HAVE YOU MADE TO YOUR RECOMMENDED RISK

PREMIUM FOR LIBERTY EDO?

Ins te a d of re comme nding a  230 ba s is  point pre mium to re fle ct the  a dditiona l risks  of

a n inve s tme nt in Libe rty EDO compa re d to the  wa te r proxy group, I now re comme nd

190 ba s is  points , which is  a t the  mid-point of my risk pre mium e s tima te s  ba se d upon

my upda te d ris k s tudy for Libe rty EDO. My dire ct tiling  ris k s tudy wa s  s hown in

Exhibit TJ B-COC-DT2. I provide  a n upda te d ris k s tudy for re butta l in Exh ib it  TJ B-

COC-RB1.

My ris k s tudy provide s  a n  obje ctive  qua ntita tive  me a s ure  of the  re la tive

bus ine s s  a nd re gula tory ris ks  fa ce d by Libe rty EDO compa re d to the  s ubs ta ntia lly

la rge r publicly tra de d  wa te r u tilitie s . My upda te d  compa ra tive  ris k s tudie s  a ls o

re ve a l tha t Libe rty EDO is  3 to 5 time s  more  ris ky tha n the  publicly tra de d wa te r

utilitie s  a s  me a sure d by the  commonly use d me trics  -- the  coe fficie nt of va ria tion of

ope ra ting income , coe fficie nt of va ria tion of ope ra ting ma rgin, a nd coe fficie nt of

va ria tion of re turn on e quity.5  This  is  indis puta ble  e vide nce  tha t Libe rty EDO is

more  ris ky tha n the  utilitie s  in the  wa te r proxy group. And, only Libe rty EDO's  cos t

of e quity a na lys is  cons ide rs  this  a dditiona l risk.
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Q. DOES THE FAILURE TO CONSIDER THE DIFFERENCES IN RISK

VIOLATE THE COMPARABLE EARNINGS STANDARD?

In my vie w it doe s . As  I dis cus s e d in my dire ct te s timony, the re  a re  two la ndma rk

S upre me  Court de cis ions , Elue fe ld  Wa te r Works  a nd  Hope  Na tura l Ga s , which

e s ta blishe d the  ba s ic crite ria  a pplica ble  to de te rmining a  fa ir a nd re a sona ble  ra te  of

re turn. As  I s ta te d  on  pa ge s  15  th rough  17  o f my d ire c t te s timony, a  u tility's

a uthorize d ra te  of re turn should s a tis fy the  following:

(1) The  ra te  of re turn s hould be  s imila r to the  re turn in bus ine s s e s  with

(2)

s imila r or compa ra ble  ris ks ,

The  re tu rn  s hou ld  be  s u ffic ie n t to  e ns u re  the  con fide nce  in  the

fina ncia l inte grity of the  utility, a nd

The  re turn s hould be  s ufficie nt to ma inta in a nd s upport the  utility's

cre dit.

The  cos t of ca pita l is  ba s e d on the  conce pt of opportunity cos t, i.e ., the

pros pe ctive  re turn to inve s tors  mus t be  compa ra ble  to inve s tme nts  of s imila r ris k.

If a  utility's  re turn is  le s s  tha n the  re turns  on inve s tme nts  with s imila r risk, inve s tors

ca n a nd will inve s t e ls e whe re . As  e xpla ine d by Dr. Roge r Morin:

(3)
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The  conce pt of cos t of ca pita l is  firmly a nchore d in the
opportunity cos t notion of e conomics . The  cos t of a  s pe cific
source  of capita l is  ba s ica lly de te rmined by the  riskiness  of tha t
inve s tme nt in  ligh t o f a lte rna tive  opportun itie s  a nd  e qua ls
inve s tor's  curre nt opportunity cos t of inve s ting in the  se curitie s
o f th a t  u t ility . A ra t io n a l in ve s to r is  m a xim iz in g  th e
pe rforma nce  of his  or he r portfolio only if re turns  e xpe cte d on
inve s tor inve s tme nts  of compa ra ble  ris k a re  the  s a me . If not,
the  inve s tor will s witch out of thos e  inve s tme nts  yie lding low
re tu rns  a t a  g ive n  ris k le ve l in  fa vor o f thos e  inve s tme n ts
offe ring  h ighe r re tu rns  fo r the  s a me  de gre e  o f ris k. This
implie s  tha t a  utility will be  una ble  to a ttra ct ca pita l unle s s  it
ca n  offe r re tu rns  to  ca p ita l s upplie rs  compa ra b le  to  thos e
a chie ve d on a lte rna te  compe ting inve s tme nts  of s imila r risk.6

6 Morin, Roge r A., Ne w Re gula tory Fina nce , (Vie nna , Virginia , P ublic Utility Re ports , Inc.
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The  Blue fe ld de cis ion s ugge s ts  tha t opportunity cos t is  a n a ppropria te

measure of the actual cos t of common equity for a  utility. This  necessarily involves

the direct observation of returns  on equity actually earned by finns  with comparable

risk to ensure that the authorized rate of return is  equivalent to the returns  those finis

are earning.

Q- WHAT ARE THE ACTUAL AND FORECASTED COMMON EQUITY

RETURNS, AND WHAT ARE THE CURRENTLY AUTHORIZED

RETURNS FOR THE PUBLICLY TRADED WATER UTILITIES?

Value  Line publishes actual and forecasts  of re turns on common equity for larger

wate r publicly traded companies . These  wate r utilitie s  a re  included in my wate r

proxy a nd S ta ff' s  wa te r proxy groups . AUS Utility Re ports  a ls o provide s  the

currently authorized re turn on equity for the se  utilitie s . The  reported currently

authorized returns as the projected returns are shown in Table l.

Table 1

C ompa ny S ymbol

C urre n tly

Authorize dl

Value  Lines

2016 2017
Prob. Prob.

19-21
Prob.

American S tates  Water
Aqua  America
Ca lifornia  W ate r
Connecticut Water
Middle s e x
SJ W CoIls .
York W ater Company

Average

AW R
W TR
C W T

CTW S
MS E X

SJ W
YO R W

9 .43%
9 .79%
9 .4 3 %
9 .63%
9 .7 5 %
9 .4 3 %

N M

9.58%

2015
Act.
13.0%
11.7%
7.0%

10.1%
9.6%
9.9%

11.5%
10.1%

12 .0%
13 .0%

7 .5 %
10 .0%
10 .5%

9 .0 %
11 .5%

10 .5%

12.0%
13.0%

9 .5 %
10.0%
11.0%
10.0%
11.5%

11.0%

13 .5%
12.5%
10 .0%
10.5%

9 .5 %
9 .0 %

12 .5%

11.1%

1

2

AUS Utility Reports  (September 2016)
Value Line Rating and Reports  (July 15, 2016)

If the goal is to authorize a rate of return that is commensurate with the returns

being earned by enterprises with corresponding risk, then the starting point must be

1
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3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

2 1

2 2

23

2 4

25

2 6 2006), pp. 21-22.
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to cons ide r the  ra te s  of re turn tha t a re  a ctua lly be ing e a rne d. If the  a uthorize d ra te

of re turn for a  utility s e t by this  Commis s ion diffe rs  s ubs ta ntia lly from the  ra te s  of

re turn tha t a re  a ctua lly be ing e a rne d by the  sa mple  group, the  compa ra ble  e a rnings

s ta nda rd se t forth in Hope  a nd Blue fe ld will be  viola te d.

Q. HOW DO THE RESULTS OF YOUR COST OF EQUITY ANALYSIS OF

THE PUBLICLY TRADED WATER UTILITIES COMPARE TO THE DATA

IN TABLE 1?

The  ra nge  of my re butta l DCF, Ris k P re mium, a nd CAP M re s ults  on the  ROEs  for

th e  wa te r p ro xy g ro u p  is  fro m 9 .1  p e rce n t to  9 .5  p e rce n t with  a  mid -p o in t o f

9.3 pe rce nt. This  is  s ignifica ntly be low the  a ctua l 2015 re turns  lis te d in Ta ble  1 of

10.1 pe rce nt a nd we ll be low the  proje cte d re tums .7 be lie ve  my a na lys is  ma y

unde rs ta te  the  true  cos t of equity and is  conse rva tive  a s  a  re sult.

I

Q. HAVE YOU DEVELOPED A REBUTTAL RECOMMENDATION FOR THE

RATE OF RETURN THAT SHOULD BE APPLIED TO LIBERTY EDO'S

FAIR VALUE RATE BASE?

A. Ye s . I re comme nd a  fa ir va lue  ra te  of re turn  ("FVROR") of 6 .15  pe rce nt.8  This

compa re s  to the  dire ct filing FVROR re comme nda tion of 6.92 pe rce nt. My re butta l

FVROR re comme nda tion  is  lowe r fo r two  re a s ons . F irs t,  my ll. l pe rce n t ROE

re comme nda tion is  lowe r tha n my re comme nda tion of 12.0 pe rce nt in  the  dire ct

filing. S e cond, my re comme nde d re turn on the  fa ir va lue  incre me nt of 1.0 pe rce nt

is  lowe r tha n my re comme nda tion of 1.25 pe rce nt in the  dire ct tiling.

1
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7
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14
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17
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23

24

25

26

7 See Rebuttal Schedule D-4. 1 .

page  1.8 S e e  Exh ib it TJ B-COC-RB2,
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Q.

B. Summagiof the S_t8ff ReeQ_m nendation_§.

P LE AS E  S UMMAR IZE  THE  R E C O MME NDATIO NS  O F  S TAF F  F O R  THE

R ATE  O F  R E TUR N O N F AIR  VALUE  R ATE  B AS E .

Sta ff is  re comme nding a  ca pita l s tructure  cons is ting of 30 pe rce nt de bt a nd

70 pe rcent equity, the  same  as  Libe rty EDO.9 S ta ff re comme nds  a n ROE of

9.4 percent based on the highest result produced by its DCF and CAPM models.10

Staff also recommends a cost of debt of 3.50 percent, same as the Company."

Staff used a  sample of seven publicly traded water utilities , a ll of which are

the  same as  those  I used in my ana lys is ." Sta ff did not cons ider financia l risk or

diffe rences  in bus iness  and regula tory risks  be tween the  publicly traded wa te r

companies and Liberty EDO or the publicly traded water companies. Based on its

capita l s tructure  recommendation, Staff determined the WACC for Liberty ED() to

be 7.70 percent."

Q- WHAT ABOUT STAFF'S FVROR RECOMMENDATION?

Staff is recommending a 5.6 percent FVROR.14

Q.

C. Rebuttal to  the St: ROR R9cQmmend_ati0ns.

HOW Do Es  THE S TAFF COS T OF CAP ITAL ANALYS IS  RES ULTS  AND

ROE RECOMMENDATION COMP ARE TO ACTUAL AND F ORECAS T

C O MMO N EQUITY RETURNS  LIS TED IN TABLE 1?

They are  well below all of the  equity re turns lis ted in Table  l, above. The average

result of Ms. Brown's  DCF and CAPM mode ls  is  jus t 8.3 pe rcent with its  re sults

1
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8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

9 Dire ct Te s timony of Crys ta l S . Brown ("Brown Dt.") a t 42.

10 Brown Dr. a t 11, 42.

11 Brown Dt. a t 42.

12 Brown Dr. a t 20.

13 Brown Dt. a t 42.

14Id .
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ranging from a low of 7.2 percent to a  high of 9.4 percent.15 Only by adopting the

highes t re sult of 9.4 pe rcent from its  current marke t risk premium CAPM does

Staffs range even get as high as 9.4, which shows the indefensible nature of Staff" s

recommendation.

Q- BUT ISN'T ANY ROE WITHIN THE RANGE OF STAFF'S ANALYSIS

REASONABLE?

No. Although Sta ff does  assert tha t any ROE within the  range  of results  from its

analysis  could be  considered a  reasonable  ROE, this  tes timony is  of no account.

Under Ms. Brown's reasoning, an ROE of 4 percent would be reasonable as long as

Staffs  range  of ROE's  is  be tween 2 percent and 4 percent.16 Or even 2 percent

would be okay under that reasoning. Even if we do not take Staffs  testimony to its

illogica l conclus ion, the  concept doesn't hold up to bas ic scrutiny. If S ta ff were

right, then if Staffs  low end of the  range of 7.2 percent, or even Staffs  mid-point of

8.3 percent, is  adopted as an ROE for Liberty EDO that would be reasonable. But

this would violate the comparative risk standards as well as provide an incentive for

the  inves tors  to inves t in the  publicly traded utility companies , or, in every other

utility investment in the  APUC/Liberty portfolio ins tead of Liberty EDO.

Q- OKAY, LET'S FOCUS ON STAFF'S RECOMMENDATION OF

9.4 PERCENT FOR LIBERTY EDO.

I have  a  few issues  with Staffs  recommendation. Firs t, it is  not entire ly clear how

Sta ff chose  9.4 pe rce nt a s  its  re comme nda tion for Libe rty EDO. I re a lize  tha t

9.4 percent is  the  result of Staff s current marke t risk premium CAPM.17 Oddly,
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16

17

18

19

20

21

22

23

24

25

26

15 Ave ra ge  of the  re s ults  of S ta ff DCF a nd CAP M mode ls  lis te d  in  Ta ble  2  of Crys ta l
Brown's  dire ct te s timony a t pa ge  38.

16 Brown Dt. a t 10.

17 Brown Dt. a t 36.
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Sta ff te s tifie s  tha t it doe s  not re ly upon the  CAPM giving the  CAPM a  ze ro we ighting

in its  ana lysis . 18 That sa id, the  Sta ff range  of results  is  from 7.2 percent to 9.4 percent

with a  mid-point of 8.3 pe rce nt. In s e le cting the  9.4 pe rce nt, S ta ff s ugge s ts  tha t its

recommendation is  based upon the  specifics  of this  case . 19 But, S ta ff doe s n't e xpla in

wha t those  specifics  a re . S ta ff furthe r expla ins  tha t it chose  the  high end of its  range

of re s u lts  to  re cognize  the  Commis s ion 's  curre n t e fforts  to  re de fine  how ROE

re comme nda tions  a re  e ffic ie n tly a nd  fa irly de ve lope d  a nd  furthe r s ugge s ts  its

re comme nda tion re fle cts  a  ca utious  a nd re a s ona ble  a pproa ch." S o, my confus ion

s houldn't be  s urpris ing.

Se cond, a nd more  importa ntly, S ta ff doe s  not cons ide r the  diffe re nce s  in risk

be twe e n the  publicly tra de d wa te r utilitie s  in the  proxy group a nd Libe rty EDO. S ta ff

e xpla ins  tha t compa ny spe cific risks a re  not dire ctly give n cons ide ra tion be ca use  in

the  ca pita l ma rke ts  s uch ris ks  ca n  be  a ddre s s e d through dive rs ifica tion  on the

inve s tor's  portfolio a nd, the re fore , inve s tors  s hould not be  compe ns a te d for a  ris k

tha t ca n be  re a sona bly a voide d though dive rs ifica tion.2l

Q. WHAT IS  YO UR RE S P O NS E ?

Putting as ide  the  fact tha t portfolio theory, which is  what Sta ff is  espous ing only

applies  to the  pure  CAPM, Staffs  reasoning incorrectly assumes that a ll company

specific risks are unsystematic risks which can be avoided through diversification.

Q. P LEAS E EXP LAIN.

Firs t, le t me  lis t expla in sys tematic risk and unsys tematic risk. According to the

pure  CAPM, risk is  ge ne ra lly s e pa ra te d into two compone nts , sys te ma tic risk

l
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18 Brown Dr. at 38.
19 Brown Dt. at 10.

20 Id.
21 Brown Dr. at 9.
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(ma rke t ris k or u dive rs ifia ble  ris k) a nd uns ys te ma tic ris k (non-ma rke t ris k,

divers ifiable  risk or Finn-specific risk). Systematic risk is  the  uncerta inty of future

re turns  owing to the  sensitivity of the  re turn on an investment to the  variability in

re turns for a  composite  measure  of marketable  investments  (usually a  composite

index of the  NYSE or the  S&P 500). This  is  measured by beta . Unsystematic risk

is  a  function of the  uncerta inty of future  re turns  due  to the  characte ris tics  of the

industry, the individual company, or the type of investment, and is  unrelated to the

variation in the market as a whole.

The  only risk pe rtinent to the  pure  CAPM is  marke t or be ta  risk. But, the

empirical financial market data and studies show that beta does not fully measure the

risks of most stocks, particularly stocks of smaller companies. In other words, there

are  other systematic risk factors  that are  not captured by the  pure  CAPM through

beta. That is , other risk factors that are priced systematically by the market are not

re fle cte d in the  pure  CAP M. One  of thos e  is  firm s ize . The  s ize  pre mium is

systematic." We know thatstocks of smaller companies realize greater returns than

predicted by market beta ."

Q. C AN INVE S TO R S  AC TUALLY DIVE R S IF Y AWAY F IR M S P E C IF IC

RIS K?
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Not in the  ma nne r sugge s te d by S ta ff. Us ing the  te rm company specy9c risk as S ta ff

doe s  ca us e s  confus ion a nd mis dire ction be ca us e  the  us e  of the  te rm implie s  ris ks

tha t, in a  the ore tica l s e ns e , ca n be  dive rs ifie d a wa y. Firs t of a ll, if the  ris ks  a re  re a l

a nd impa ct the  e ntity's  a bility to  e a rn  a  compe titive  re turn , re gula tors  ca n 't jus t

ignore  the m be ca us e  the  inve s tor ha s  othe r inve s tme nts . We  a re  he re  to e va lua te

Libe rty EDO's  cos t o f ca p ita l,  no t its  s ha re ho lde r's  portfo lio . Additiona lly, a s

22 Dire ct Te s timony of Thoma s  J . Boura s sa  - Cos t of Ca pita l ("Boura s sa  COC Dt.") a t 38.

2314.
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mentioned above, other risk factors priced by the market, such as firm size, are non-

diversifiable risks even though they are often characterized as company specy9e

risks.

Q. THANK yo u . ISN'T YOUR RISK STUDY (EXHIBIT TJB-COC-RB1)

INTENDED TO DEVELOP A RANGE OF RISK PREMIUMS REQUIRED

TO REFLECT THE ADDITIONAL SYSTEMATIC RISKS INVESTORS

WOULD CONSIDER ON AN INVESTMENT IN LIBERTY EDO?

Ye s . My upda te d ris k s tudy is  ba s e d on the  Duff & P he lps  2016 Va lua tion

Ha ndbook, Guide  to Cos t of Ca pita l, Ris k P re mium Re port's  Ris k S tudy which

provides  a nexus  between fundamental or accounting infomiation (operating margin,

co-efficient of varia tion in opera ting income, and co-efficient of varia tion in ROE)

and s tock marke t recognized ris k (s ys tema tic ris k) and marke t equity re turns .

These three metrics  are highly correlated to Hun s ize.

Q- P LE AS E  CO MME NT O N S TAF F ' S  TE S TIMO NY (O N P AG E  3 8 ) THAT

S TAFF'S  ANALYS IS  IS  MORE S TRAIGHTFORWARD, CONCEP TUALLY

S OUND, AND EAS IER TO UNDERS TAND.

As with Staffs testimony that any ROE within its range is reasonable, these sort of

self-serving declarations are just that. The truth is that Staff's approach is only

simpler because Staff ignores the necessary work and analysis required by Hope and

Bluefeld to provide Liberty EDO a return that is commensurate with returns on

investments of comparable risk." It should be readily apparent, not only from an

empirical financial market data perspective, but common sense, that Liberty EDO is

more risky than the large publicly traded water utilities. A great deal of my direct
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24 Bourassa COC Dt. at 45-46.

25 Bourassa COC Dr. at 15-16.
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te s timony was  devoted to this  rea lity both qua lita tive ly and quantita tive ly." But,

this  reality is  s imply dismissed by Staff.

Q. DO Y()U HAVE ANY COMMENTS ON STAFF RECOMMENDED

5.6 PERCENT FVROR?

Yes. Sta ff computation of its  FVROR of 5.6 percent, as  shown on Staff Schedule

CsB-l, contains errors. Specifically, the figures used in its  FVROR computation for

the Original Cost Rate  Base and the  Fair Value Rate  Base do not reflect the  Staff

recommendations in this case, as shown on Staff Schedule BAB-3. If corrected, the

Staff FVROR would be higher at 5.93 percent.

Q. HAS  S TAF F  ACKNO WLEDG ED THES E ERRO RS ?

Yes. In response to Company data request 3.25, Staff acknowledged the errors."

Q. DO YOU HAVE ANY OTHER COMMENTS ON STAFF'S FVROR

COMPUTATION?

Yes. Staff' s  fa ir value increment re turn of 0.46 percent is  too low. Staff uses spot

interest ra tes  (real and nominal) from June 2016 to compute  the  re turn on the  fa ir

value  increment. If S ta ffs  computa tion we re  to be  ma de  us ing more  curre nt

information, the Staff fair value increment return would be 0.86 percent, and closer

to the  Company's  recommendation of 1.0 percent." That type of varia tion in just a

few months shows that Staff's use of spot rates is inappropriate because spot rates

a re  s imply too vola tile . Furthe rmore , s ince  the  cos t of ca pita l is  ba s e d on

expecta tions, Staff should use  forwarding looking (or forecast) information as  the

Company does.
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26 Bourassa COC Dt. at 18-23, 25-29.
27See StaffResponse to Company Data Request 3.25 .
28 Using spot nominal and inflation indexed 30-yr. U.S Treasury yields on September 16,
2016 of 2.44 pe rcent and 0.73 pe rcent, re spective ly. FV increment re turn = -
0.73%)/2 2 0.86%.
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DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY ON THE COST

OF CAPITAL?
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Cost of Preferred Stock

Exhibit
Rebuttal Schedule D-3
Page 1
Witness: Bourassa

End of Test Year End of Protected YQa_r

Description
of Issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstanding

Dividend
Amount Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

SUPPORTING SCHEDULES,
E-1

RECAP SCHEDULES:
D-1



Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015

Cost of Common Equity

Exhibit
Rebuttal Schedule D-4
Page 1
Witness: Bourassa

Line
No .

The Company is proposing a cost of common equity of 11.10%
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
E-1
D-4.1 to D-4.16

RECAP SCHEDULES:.
D-1
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